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Dear Shareholder:

On behalf of the Board of Directors and management of The Middleton Do6ll Company (the
“Company”), we cordially invite you to attend the Annual Meeting of Shareholders of the Company, to be held at
4:00 p.m. on Thursday, May 8, 2003, in the Superior Room of the Milwaukee Athletic Club, 758 North Broadway,
Milwaukee, Wisconsin. The accompanying Notice of Annual Meeting of Shareholders and Proxy Statement discuss
the business to be conducted at the meeting. A copy of the Company’s Annual Report on Form 10-K is also
included in this booklet. At the meeting we shall report on Company operations and the outlook for the year ahead.

Your Board of Directors has nominated four persons to serve as directors, each of whom are
incumbent directors. In addition, the Proxy Statement contains a proposal to approve The Middleton Doll Company
2003 Stock Option Plan and to ratify or reject the selection of Virchow, Krause & Company, LLP as the independent
certified public accountants to audit the financial statements of the Company for the vear ending December 31, 2003,

The Board of Directors recommends that you vote your shares for the director nominees and in
favor of the proposal to approve the 2003 Stock Option Plan and to ratify the selection of Virchow, Krause &
Company, LLP as the independent certified public accountants.

We encourage you to attend the meeting in person. Whether or not you plan to attend,
however, please complete, sign and date the enclosed proxy and return it in the accompanying postage-paid
return envelope as promptly as possible. This will ensure that your shares are represented at the meeting.

We look forward with pleasure to seeing and visiting with you at the meeting.

Very truly yours,

PQQCE%SE@ THE MLETON DOL CMPANY

George R. Schonath
© President and Chief Executive Officer




NOTICE OF ANNUAL MEETING OF SHAREHOLDERS
TO BE HELD ON MAY 8§, 2003

TO THE SHAREHOLDERS OF THE MIDDLETON DOLL COMPANY

Notice is hereby given that the Annual Meeting of Shareholders of The Middleton Doll Company
(the “Company”), will be held in the Superior Room of the Milwaukee Athletic Club, 758 North Broadway,
Milwaukee, Wisconsin, on Thursday, May 8, 2003 at 4:00 p.m., for the purpose of considering and voting upon the
following matters:

1. To elect four (4) directors, two (2) of whom will be elected by holders of the
Preferred Stock, to hold office until the next annual meeting of shareholders and until their successors
are duly elected and qualified.

2. To consider and act upon a proposal to approve The Middleton Doll Company 2003
Stock Option Plan.

3. To ratify or reject the selection of Virchow, Krause & Company, LLP as the
independent certified public accountants to audit the financial statements of the Company for the year
ending December 31, 2003.

4. To consider and act upon such other business as may properly come before the
meeting or any adjournment or postponements thereof.

The Board of Directors is not aware of any other business to come before the meeting.
Shareholders of record at the close of business on March 20, 2003, are the shareholders entitled to vote at the

meeting and any adjournments or postponements thereof.

By Order g#the Board of Directgrs

George R. Schonath
President and Chief Executive Officer

Pewaukee, Wisconsin
April 4,2003

IMPORTANT: THE PROMPT RETURN OF PROXIES WILL SAVE THE COMPANY THE EXPENSE
OF FURTHER REQUESTS FOR PROXIES TO ENSURE A QUORUM AT THE MEETING. A SELF-
ADDRESSED ENVELOPE IS ENCLOSED FOR YOUR CONVENIENCE. NO POSTAGE IS REQUIRED
IF MAILED WITHIN THE UNITED STATES.
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W239 N1700 Busse Road
Waukesha, Wisconsin 53188-1160

" PROXY STATEMENT

FOR ANNUAL MEETING OF SHAREHOLDERS
TO BE HELD MAY 8, 2003

This Proxy Statement is furnished in connection with the solicitation on behalf of the Board of
Directors of The Middleton Doll Company (the “Company”) of proxies to be used at the annual meeting of
shareholders which will be held in the Superior Room of the Milwaukee Athletic Club, 758 North Broadway,
Milwaukee, Wisconsin, on Thursday, May 8, 2003 at 4:00 p.m., and all adjournments or postponements thereof (the
“Annual Meeting”), for the purposes set forth in the attached Notice of Annual Meeting of Shareholders.

Voting Rights and Proxy Information

Execution of a proxy given in response to this solicitation will not affect a sharecholder’s right to
attend the Annual Meeting and to vote in person. Presence at the Annual Meeting of a shareholder who has signed a
proxy does not in itself revoke a proxy. Any shareholder giving a proxy may revoke it at any time before it is
exercised by giving notice thereof to the Company in writing or in open meeting. This proxy statement and the
enclosed form of proxy are being mailed to shareholders on or about April 4, 2003.

All shares of Common Stock and Preferred Stock represented at the meeting by properly executed
proxies received prior to or at the meeting, and not revoked, will be voted at the meeting in accordance with the
instructions thereon. The shares represented by executed but unmarked proxies will be voted FOR the persons
nominated for election as directors, FOR the approval of The Middleton Doll Company 2003 Stock Option Plan (the
“2003 Plan™), and FOR the ratification of the selection of Virchow, Krause & Company, LLP (the “Independent
Auditors”) as the independent certified public accountants for the year ending December 31, 2003 and on such other
business or matters which may properly come before the Annual Meeting in accordance with the best judgment of
the persons named as proxies in the enclosed form of proxy.

A majority of the shares of Common Stock, 6-2/3 cents par value (the “Common Stock™), and the
Series A Adjustable Rate Cumulative Preferred Stock, $.01 par value (the “Preferred Stock™), as one class, present in
person or represented by proxy and entitled to vote, shall constitute a quorum for purposes of the meeting.
Abstentions and broker non-votes will be counted for purposes of determining a quorum but will not affect the vote
required for approval of the election of directors or any proposal. Other than the election of directors, the approval
of the 2003 Plan, and the ratification of the Independent Auditors, the Board has no knowledge of any matters to be
presented for action by the shareholders at the Annual Meeting.

_ Only holders of record of Common Stock and Preferred Stock at the close of business on March
20, 2003, are entitled to vote at the Annual Meeting and at any adjournment or postponement thereof. Holders of
Preferred Stock are entitled to vote, as a separate voting class, for the election of two (2) directors of the Company.
In addition to a quorum of the shares of Common Stock and Preferred Stock, as one class, a separate quorum
representing a majority of the shares of Preferred Stock shall be necessary in connection with the voting for such
directors. In addition, holders of Preferred Stock are entitled to vote with holders of Common Stock, as one voting
class, for the election of the remaining two (2) directers of the Company, for the approval of the 2003 Plan, and for
the ratification of the Independent Auditors. On March 20, 2003, the Company had outstanding and entitled to vote



3,727,589 shares of Common Stock and 674,191 shares of Preferred Stock. The record holder of each outstanding
share is entitled to one vote.

The Board of Directors would like to have all shareholders represented at the meeting. Whether or
not you plan to attend, please complete, sign and date the enclosed proxy and return it in the accompanying postpaid
return envelope as promptly as possible. A proxy given pursuant to this solicitation may be revoked at any time
before it is voted. Proxies may be revoked by: (i) duly executing and delivering to the Secretary of the Company a
later dated proxy relating to the same shares prior to the exercise of such proxy, (ii) filing with the Secretary of the
Company at or before the meeting a written notice of revocation bearing a later date than the proxy, or (iii) attending
the meeting and voting in person (although attendance at the meeting will not in and of itself constitute revocation of
a proxy). Any written notice revoking a proxy should be delivered to Susan J. Hauke, Secretary, at W239 N1700
Busse Road, Waukesha, Wisconsin 53188-1160.

Proposal No. 1 — ELECTION OF DIRECTORS

At the Annual Meeting, the holders of Preferred Stock will elect, voting as a separate class, two (2)
directors of the Company to hold office until the next annual meeting and until their successors are duly elected and
qualified. Unless the holders of Preferred Stock otherwise specify, the shares represented by the proxies received for
the election of two (2) directors will be voted in favor of the election as directors of Salvatore L. Bando and David
A. Geraldson. The holders of the Common Stock and the Preferred Stock will elect, voting as one class, two (2)
directors of the Company to hold office until the next annual meeting and until their successors are duly elected and
qualified. Unless the shareholders otherwise specify, the shares represented by the proxies received for the election
of two (2) directors will be voted in favor of the election as directors of Peter A. Fischer and George R. Schonath.

Proxies of holders of Common Stock cannot be voted for more than two (2) persons and proxies of
holders of Preferred Stock cannot be voted for more than four (4) persons. .The Board has no reason to believe that
any of the listed nominees will be unable or unwilling to serve as director if elected. However, in the event that any
of the nominees should be unable or for good cause unwilling to serve, the shares represented by proxies received
will be voted for substitute nominees selected by the Board. Directors will be elected by a plurality of the votes cast
at the Annual Meeting (assuming a quorum is present). Consequently, any shares not voted at the Annual Meeting,
whether due to abstentions, broker non-votes or otherwise, will have no impact on the election of directors. Votes
will be tabulated by inspectors of election appointed by the Board.

The following table sets forth certain information about the Board’s nominees for election as
directors of the Company. Except as otherwise noted, each nominee has engaged in the principal occupation or
employment and held the offices shown for more than the past five years. The table provides information as of
February 28, 2003, as to the age, principal occupation, background for at least the last five years and period of
service as a director for each person.

Principal Occuhation;

Director Office, if any, Held in the Company;
Name Since Age Other Directorships
Salvatore L. Bando 1999 59 Retired, formerly Special Assistant to the President of the

Milwaukee Brewers from September, 1999 to November,
2001. Senior Vice President of Baseball Operations for
the Milwaukee Brewers from 1991 to 1999. Director of
InvestorsBancorp, a bank holding company, from 1997 to
1999. Previously a director of the Company from 1980
until 1997 and an officer of the Company from 1980 until
1991. ,

Peter A. Fischer 1983 60 Associate Pastor of Portview Christian Center, Port
Washington, Wisconsin since 1992; a former Director,
and from 1981 to 1989, the President and Chief Executive




Director
Name Since

Age

Principal Occupation;
. Office, if any, Held in the Company;
Other Directorships

David A. Geraldson 1983

George R. Schonath 2001

72

62

Officer of Medalist Industries, Inc. (a manufacturer of
industrial and consumer products).

President since 1993 and prior thereto Secretary and
Treasurer of Precision Gears, Inc. (a manufacturer of
gears, splined shafts, speed reducers and worm gear
winches).

President and Chief Executive Officer of the Company
since 1997; Chairman of the Board and Chief Executive
Officer of the Company from 1983 to 1997; President,

. Chief Executive Officer and director of InvestorsBancorp,
"Inc. and InvestorsBank since they were established in

1997

All of the Company’s directors will hold office until the next annual meeting of shareholders and
until their respective successors are duly elected and qualified. There are no arrangements or understandings
between the Company and any other person pursuant to which any of the Company’s directors have been selected for

their respectlve pOSlthﬂS

THE BOARD UNANIMOUSLY RECOMMENDS THE FORECOING NOMINEES FOR
ELECTION AS DIRECTORS AND URGES THE HOLDERS OF PREFERRED STOCK TO VOTE “FOR”
MESSRS. BANDO AND GERALDSON AND URGES EACH SHAREHOLDER TO VOTE “FOR”

MESSRS. FISCHER AND SCHONATH.

SHARES REPRESENTED AT THE ANNUAL MEETING BY

EXECUTED BUT UNMARKED PROXIES WILL BE VOTED “FOR” ALL APPROPRIATE NOMINEES.

BOARD OF DIRECTORS

The Board has standing Compensation and Audit Committees, but does not have a nominating
committee. The Compensation Committee, which presently consists of Messrs. Fischer, Geraldson, and Bando held
one meeting during the year ended December 31, 2002. The Compensation Committee approves all matters relating
to the compensation of the Company’s directors and officers, including salary rates, participation in any incentive
bonus plans, fringe benefits, and other forms of compensatlon and approves the grant of stock options under the
Company’s 1997 Stock Option Plan and 1993 Incentive Stock Option Plan. If approved by the shareholders at the
Annual Meeting, the Compensation Committee will administer the 2003 Plan.

The Audit committee, which presently consists of Messrs. Fischer, Geraldson, and Bando held
three meetings during the year ended December 31, 2002. All of the members of the Audit Committee are
independent (as independence is defined in the listing standards of the National Association of Securities Dealers,
Inc). The Audit Committee reviews with the Company’s independent auditors the plan and scope of their audit,
findings and conclusions of their auditing engagement, the Company’s procedures for internal auditing, the adequacy
of the Company’s system of internal controls and the accounting principles and policies of the Company; evaluates
the independence of the independent auditors and the quality of the professional services provided by the
independent auditors and recommends to the Board the engagement, continuation or discharge of the independent
auditors. The Board of Directors has adopted a written charter for the Audit Committee.

~ The Board held. four (4) meetings during the year ended December 31, 2002. Each director
attended at least 75% of the aggregate of (a) the total number of meetings of the Board and (b) the total number of
meetings held by all committees of the Board on which he served.




Directors who are not Company employeés were paid an annual retainer fee of $10,000 plus a
$1,000 fee for each meeting of the Board. The Audit committee directors were reimbursed $1,000 for one audit
committee meeting and $500 for each of the two remaining audit committee meetings.

SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

The following table sets forth certain information with respect to the beneficial ownership of the

Company’s Common Stock at February 28, 2003, by each person known by the Company to be the beneficial owner
of more than five (5) percent of the outstanding Common Stock, by each director or nominee, by each executive
officer named in the Summary Compensation Table set forth below, and by all directors and executive officers of the
Company as a group. Except as of otherwise indicated, the named individuals have sole power to vote and dispose
of such shares. Additionally, two of the directors named below own Preferred Stock in the Company. At February
28, 2003, Salvatore L. Bando owned 765 shares and David A. Geraldson owned 1,000 shares of Preferred Stock.

M
@
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Amount and Nature of Beneficial Ownership

Amount and
Name of Nature of Beneficial Percent

Beneficial Owner (1) Ownership (2) Of Class
George R. Schonath 207,722 @ 5.6%
Salvatore L. Bando 176,260 @ 4.7%
Peter A. Fischer 33,033 ®) *
David A. Geraldson 47,892 © 1.3%
All executive officers and
directors as a group ) ,
(7 persons) ‘ 631,995 o 16.9%

Less than one percent (1%).

The address of each person identified in this table is W239 N1700 Busse Road, Waukesha, Wisconsin
53188-1160.

Includes the following shares subject to stock options which were exercisable as of or within sixty (60)
days of February 28, 2003: all directors and executive officers as a group, 9,900 shares. Options to
purchase 203,445 shares are not included in the amounts listed in the table because they are held by
Mr. Schonath’s daughters irrevocable trusts. Mr. Schonath disclaims any beneficial ownership of the
options.

Includes (a) 186,375 shares held by the Schonath Famlly Partnership for which Mr. Schonath is
Managing Partner and (b) 21,347 shares held by InvestorsBank’s 401(k) profit sharing plan on behalf
of Mr. Schonath. Does not include (a) 60,284 shares held in irrevocable trusts for the benefit of his
daughters, (b) 203,445 shares subject to stock options that are held in irrevocable trusts for the benefit
of his daughters and (c) 872 shares held directly by his daughters.

Includes (a) 59,818 shares held jointly with or by spouse (shared voting and dispositive power) and (b)
9,761 shares held by InvestorsBank’s 401(k) profit sharing plan on behalf of this individual.

Includes (a) 11,324 shares held jointly with or by spouse (shared voting and dispositive power) and (b)
12,257 shares held by a Keogh plan on behalf of this individual.

Includes 10,747 shares held jointly with or by spouse (shared voting and dispositive power).

Assumes the exercise of all options which were currently exercisable as of or exercisable within 60
days of February 28, 2003. Excludes 4,227 shares held for other employees by InvestorsBank’s 401(k)
profit sharing plan, for which Mr. Schonath is a trustee and may be deemed to have shared voting
power. -



Section 16(a) Beneficial Ownership Reporting Compliance

Section 16(a) of the Exchange Act requires the Company’s executive officers and directors and
persons who own more than 10% of the Common Stock to file reports of ownership with the Securities and
Exchange Commission and with the National Association of Securities Dealers, Inc. Such persons are also required
to furnish the Company with copies of all Section 16(a) forms they file. All such reports for 2002 were timely filed.

EXECUTIVE COMPENSATION
The following table sets forth information concerning the compensation paid for the last three
years to the Company’s President and Chief Executive Officer. There were no other executive officers of the
Company whose aggregate salary and bonus exceeded $100,000 for the year ended December 31, 2002. The person

named in the table below is sometimes referred to herein as the named executive officer.

Summary Compensation Table

Annual Compensation Long Term
, Compensation Awards
(a) (b) © (d) (e) ® (2) (h)
. Securities
o Other Restricted  Underlying All
Name and Salary Annual Stock Option/ Other
Principal Position__§ Year () Bonus Compensation Awards SARs Compensation
George R. Schonath, |2002]$220,000  §--- $--- $--- --- $99,077%
President and Chief  12001§$220,000 §$--- $--- $--- --- $78,979
Executive Officer 2000} $220,000 §--- - $--- $--- --- $68,680

) Includes amounts deferred under the Company’s 401 (k) plan.
2 Consists of (a) $94,677 for the Company’s payment to Mr. Schonath for supplemental retirement
benefits and (b) $4,400 for the Company’s contribution to the 401(k) profit sharing plan,

1993 Incentive Stock Option Plan

The Company has in effect the Bando McGlocklin Capital Corporation 1993 Incentive Stock
Option Plan (the “1993 Plan™) pursuant to which there are outstanding options to purchase an aggregate of 11,000
shares held by a vice president of the Company. No options were granted in 2002 under the 1993 Plan. As of
December 31, 2002, there were 89,000 shares of Common Stock available for issuance under the 1993 Plan. The
Compensation Committee does not intend to issue any additional options under the 1993 Plan. Mr. Schonath holds
no options under this plan. '

1997 Stock Option Plan

The Company has in effect the 1997 Plan pursuant to which there are outstanding options to
purchase an aggregate of 203,445 shares. The options were originally granted to George R. Schonath in 1997 and
subsequently gifted by him to his daughters’ irrevocable trusts. He holds no options under the 1997 Plan. No
options were granted in 2002 under the 1997 Plan. As of December 31, 2002 there were 16,555 options available
for issuance under the 1997 Plan. The Compensation Committee does not intend to issue any additional options
under the 1997 Plan.

Compensation Committee Interlocks and Insider Participation
In May 2002, the Compensation Committee considered the compensation packages of Mr. George
R. Schonath and Mr. Jon McGlocklin, currently a vice president of the Company. The Compensation Committee is



presently composed of David A. Geraldson, Salvatore L. Bando and Peter A. Fischer. No member of the
Compensation Committee is a current or former officer or employee of the Company or any of its subsidiaries except
for Mr. Bando who-was a former officer of the Company. Messrs McGlocklin and Schonath do not participate in
decisions regarding thelr respectwe compensation.

Compensation Committee Report

The Compensation Committee of the Board is responsible for all aspects of the Company’s
compensation package offered to its executive officers, including the named executive officer. The Compensation
Committee determines the compensation package (including the grant of stock options pursuant to the 1997 Plan and
if approved, to the 2003 Plan) to be paid to each executive officer.

Executive Compensation Policies. The Company’s executive compensation.program is intended to
establish a relationship between compensation and the Company’s business strategies as well as the Company’s goal
of maintaining and improving profitability and maximizing long-term shareholder value. The focus of compensation
decisions is on the achievement of long-term performance objectives as opposed to the attainment of short-term,
narrowly defined goals. The focus on long-term performance objectives is intended to avoid unwarranted
adjustments in executive compensation based solely on short-term swings (either up or down) in the Company s
markets.

In recommending and establishing levels of executive compensation, it is the policy of the
Compensation Committee to (a) offer competitive compensation packages in order to attract and retain key executive
officers crucial to the Company’s long-term success; (b) provide, on a limited basis, performance-based
compensation opportunities (including equity-based awards) which allow executive officers to eam rewards for long-
term strategic management and the enhancement of shareholder value; (c) establish a relationship between executive
compensation and the Company’s annual and leng-term strategic goals; and (d) provide compensation programs
which recognize and reward individual initiative and achievement.

Executive Compensation Package. As reflected under the Summary Compensation Table, the
Company’s executive compensation package consists primarily of salary, a payment to Mr. Schonath of
supplemental retirement benefits, and, to a limited extent, bonus awards and stock option grants, as well as benefits
under the employee benefits plans offered by the Company '

The Compensation Committee awarded a base salary to its Chief Executive Officer for the year
ended December 31, 2002 of $220,000 and a payment of supplemental retirement benefits of $9%,077. No bonus or
stock options were paid or granted to Mr. Schonath for the year ended December 31, 2002.

Section 162(m) of the Internal Revenue Code of 1986, as amended (the “Code”), limits
deductibility for federal income tax purposes of compensation in excess of $1 million paid to the Chief Executive
Officer and certain executive officers unless certain requirements are met. The Compensation Committee does not
believe that in the foreseeable future the annual compensation of any executive officer will be subject to the limit.

The Middleton Doll Company
Compensation Committee Members

Salvatore L. Bando
David A. Geraldson
Peter A. Fischer

AUDIT COMMITTEE REPORT

Pursuant to its written charter, the Audit Committee (“Committee”) oversees the Company’s
financial reporting process on behalf of the Board of Directors. Management has the primary responsibility for the
financial statements and the reporting process, including the systems of internal controls. In fulfilling its oversight
responsibilities, the Committee reviewed the audited financial statements in the Annual Report with management,




including a discussion of the quality, not just the acceptability, of the accounting principles, the reasonableness of
significant judgments, and the clarity of disclosures in the financial statements.

The Committee reviewed with the Independent Auditors, who are responsible for expressing an
opinion on the conformity of those audited financial statements with generally accepted accounting principles, their
judgments as to the quality, not just the acceptability, of the Company’s accounting principles and such other matters
as are required to be discussed with the Committee under generally accepted auditing standards. In addition, the
Committee discussed with the Independent Auditors the auditors’ independence from management and the Company,
including the matters in the written disclosures required by the Independence Standards Board and considered the
compatibility of non-audit services provided by the auditors to the Company with their independence.

The Committee discussed with the Independent Auditors the overall scope and plans for their audit
of the Company’s consolidated financial statements. The Committee meets with the Independent Auditors, with and,
as deemed advisable, without management present, to discuss the results of their examination, their evaluation of the
Company’s internal controls, and the overall quality of the Company’s financial reporting.

In reliance on the reviews and discussions referred to above, the Committee recommended to the
Board of Directors (and the Board of Directors has accepted that recommendation) that the audited financial
statements be included in the Annual Report on Form 10-K for the fiscal year ended December 31, 2002 for filing
with the Securities and Exchange Commission. The Committee and the Board have selected, subject to shareholder
ratification, the Company’s Independent Auditors for fiscal year ending December 31, 2003.

The Middleton Doll Company
Audit Committee

Salvatore L. Bando
David A. Geraldson (Chairman)
Peter A. Fischer




PERFORMANCE INFORMATION

The following graph compares on a cumulative basis changes since December 31, 1997 in (a) the
total shareholder return on the Common Stock, (b) the total return of companies in the Nasdaq Stock Market Index
(“Nasdag U.S.”), and (c) the total shareholder return of companies in the Nasdagq Stocks Miscellaneous Investing
Index (“Nasdag MI”) consisting of a peer group of publicly-traded REITs. The total return information presented in
the graph assumes the reinvestment of dividends. The graph assumes $10C was invested on December 31, 1997 in
Common Stock, the Nasdaq U.S. and the Nasdaq ML
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¢)) As of January 1, 1997, the Company became a reporting company under the Securities Exchange Act of
1934, as amended, and its shares of common stock are traded on the Nasdaq Stock Market.

RELATED PARTY TRANSACTIONS

The Company and InvestorsBancorp, Inc., a one-bank holding company, together with its wholly-
owned subsidiary, InvestorsBank, share common offices and personnel. George R. Schonath is the President and
Chief Executive Officer, a director and beneficial owner of 46% of the issued and outstanding common stock of
InvestorsBancorp and is a director, President and Chief Executive Officer of InvestorsBank (the “Bank”). In
addition, Susan J. Hauke, Chief Financial Officer, Vice President Finance and Secretary of the Company, is Chief
Financial Officer, Vice President Finance and Secretary of InvestorsBancorp and Vice President Finance and
Treasurer of the Bank. Glenn A. Michaelsen, Senior Vice President of the Company, is also a Senior Vice President
of InvestorsBancorp and the Bank. Jon McGlocklin, Vice President of the Company, is a director of
InvestorsBancorp and the Bank. Additionally, George R. Schonath owns 1% of the voting stock of Lee Middleton
Original Dolls, Inc. (“LMOD”). The Company owns the remaining 99% of LMOD.

The Company and the Bank are parties to a “Management Services and Allocation of Expenses
Agreement” (the “Management Agreement”) pursuant to which the Bank manages the loan portfolio of the
Company, manages the Company’s leased real estate, and provides additional bookkeeping, accounting and
Securities and Exchange Commission (“SEC”) reporting services. For the loan management services, the Company




pays the Bank a fee equal to 0.25% of the principal amount of loans under management. For leased property
management fees, the Company pays the Bank a fee equal to 6% of the rents collected on the Company’s leased real
estate. In addition, the Company reimburses the Bank for certain salary and benefits of Bank employees who spend
part or all of their time on Company bookkeeping, accounting and SEC reporting matters, and pays one-half of the
salary and benefits of the person who serves as receptionist for both the Bank and the Company. In 2002, the
Company paid the Bank approximately $279,000 in loan management fees, approximately $172,000 in leased real
estate management fees and approximately $154,000 in reimbursed employee expenses and benefits. Also, the
Company and the Bank allocate certain common operating expenses between them. In 2002, the total common
operating expenses were approximately $140,000, of which the Company’s share was $70,000. Management
believes that the fee arrangement with the Bank under the Management Agreement is comparabie to what would
have been charged by an unrelated third party.

In October, 2002, the Bank purchased the land and building for its main office from the Company
for $2.4 million pursuant to an independent third party appraisal. Prior to that date the Bank leased space for its
main offices from the Company. The rent paid by the Bank for the first ten months of 2002 under the former lease
was $48,000 plus its pro rata share of real estate taxes and of the Company’s occupancy expense. Under the new
arrangement, the Company leases space from the Bank at an annual rent of approximately $58,000 plus its pro rata
share of real estate taxes and of the Bank’s occupancy expense. Management believes the terms of the lease with the
Bank are on substantially the same terms and conditions as could be obtained from an unrelated third party.

The Company purchased loan participations from the Bank from time to time during 2002.
Additional transactions may be expected to take place in 2003 and future years. All outstanding loans, commitments
to loans, transactions and repurchase agreements and loan participations and servicing relationships, in the opinion of
Management, were made in the ordinary course of business on substantially the same terms, including interest rates
and collateral, as those prevailing at the time for comparable transactions with other persons and did not involve
more than the normal risk of collectibility or present other unfavorable features.

In 2000, the Company loaned $2.5 million to InvestorsBancorp, Inc. pursuant to an unsecured
subordinated loan maturing April 30, 2010 with quarterly interest payments at prime plus two percent. During 2002,
InvestorsBancorp prepaid this loan in full.

Proposal No. 2 - APPROVAL OF THE MIDDLETON DOLL COMPANY 2003 STOCK OPTION PLAN

General

On February 19, 2003, the Board of Directors adopted The Middleton Doll Company 2003 Stock
Option Plan. The purpose of the plan is to promote the best interests of the Company, its subsidiaries and its
shareholders (a) by encouraging and providing for the acquisition of an equity interest in the Company by officers
and key employees and (b) by enabling the Company and its subsidiaries to attract and retain the services of officers
and key employees upon whose judgment, interest, skills, and special efforts the successful conduct of the successful
conduct of the operations of the Company and its subsidiaries is largely dependent. The Board believes that the plan
is in the best interest of the Company, its subsidiaries and its shareholders.

Description of Plan

The following summary description of the plan is qualified in its entirety by reference to the full
text of the plan, which is attached to this Proxy Statement as Appendix A.

Administration. A committee of the Company is to administer the plan. The committee must
consist of not less than two directors, each of whom qualifies as a “non-employee director” within the meaning of
Rule 16b-3 of the Securities Exchange Act of 1934, as amended, and is also considered an “outside director” for
purposes of Section 162(m) of the Internal Revenue Code of 1986, as amended. The Company intends to have its
Compensation Committee administer the plan. The Board chooses which directors will serve on the Compensation
Committee.




The committee has full power and authority to interpret and administer the plan and any stock
option agreements under the plan, except that the committee may not directly or indirectly decrease the exercise
price for any outstanding option granted under the pian after the date of grant. The committee also has full power
and authority (a) to establish, amend, suspend or waive any rules and regulations related to the plan, (b) to appeint
agents that it deems appropriate to administer the plan, and (c) to make any other determination and take any other
action that it deems necessary or desirable to administer the plan. The committee’s decisions and determinations
under the plan may be selective among the participants. In all cases, the committee is to make determinations under
the plan that are consistent with the exemption for performance-based compensation provided by Section 162(m) of
the Internal Revenue Code.

Eligible Participants. Participants in the plan will consists of officers (approximately six officers
are cuirently eligible to be designated to participate) and other key employees (approximately 102 employees are
currently eligible to be designated to participate) of the Company and its subsidiaries. The committee will from time
to time designate those officers and other key employees to participate in any given year. The committee’s
designation of a participant in any year does not require the committee to designate that person to receive a benefit in
any other year.

Stock Option Grants Under the Option Plan; Available Shares. The plan permits the grant of only
“nonqualified stock options”, stock options that do not meet the requirements of Section 422 of the Internal Revenue
Code. The committee has authority to determine the number of stock options to be granted, including any other
terms and conditions of such grant. Subject to adjustment to prevent dilution as described below, the plan provides
.~ that the Company may issue up to 250,000 shares of Common Stock upon the exercise of stock options granted
under the plan. : :

In general, if any shares of Common Stock covered by a stock option granted under the plan are
forfeited or otherwise terminate, expire or are canceled prior to delivery, then these shares will again be available for
purpose of the plan. Any shares delivered by a participant to the Company pursuant to the exercise of a stock option
{whether to pay the exercise price or to satisfy tax withholding obligations) may be subject to new stock options
under the plan. The shares to be delivered under the plan may consist of authorized but unissued Common Stock or
tréasury shares of Common Stock.

Term of Stock Options; Individual Limits on Grants. The stock option price per share of Common
Stock will be fixed by the committee, but will not be less than 100% of the fair market value on the date the option is
granted. The committee will determine the expiration date of each stock option, but such expiration date will not be
later than ten years after the date of grant. Subject to adjustment to prevent dilution as described below, the plan
provides that no participant may be granted stock options covering more than 85,600 shares of Common Stock in
any single fiscal year.

Limits on Transferability. Stock options granted under the plan are not transferable other than by
will or the laws of descent and distribution, except that the committee may allow option holders the right to transfer
options.

Stock Option _Agreement; Rights of Option Holders. Each stock option agreement will be
evidenced by a stock option agreement between the participant and the Company. The stock option agreement will
specify the option price, the vesting of the option, the duration of the option, the number of shares subject to the
option and any other provisions that the committee determines to include in the option agreement.

An option holder does not have any rights as a shareholder with respect to any shares of Common
Stock subject to any stock option until the date (a) the option has been exercised, (b) the shares have been fully paid,
(c) a stock certificate has been issued to the participant and (d) the participant’s name has been recorded on the
Company’s shareholder ledger as the record holder of the shares.

Amendment_and Termination. The plan provides that it will remain in effect until all shares
reserved for issuance under the plan have been issued, subject to early termination by the Board as described below.
Termination of the plan will not affect the rights of participants under stock options previously granted to them. All
unexpired stock options will continue until, by their own terms and conditions, they lapse or terminate. The
authority of the committee to amend, alter, adjust, suspend, discontinue or terminate a granted stock option, or to
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waive any conditions or restrictions with respect to a granted option, will continue past the termination of the plan, as
will the authority of the Board to amend the plan.

The plan provides that the Board may amend, alter, suspend, discontinue or terminate the plan,
except that shareholders must approve any amendment of the plan if their approval is required (a) by the Internal
Revenue Code, (b) the listing requirements of the principal national securities exchange, national association or over-
the-counter market on which the Common Stock is traded or (c) any other applicable law. The committee may also
amend the plan, as long as it reports the amendment to the Board. As discussed below in more detail, neither the
Board nor the committee may directly or indirectly decrease the exercise price for any outstanding option granted
under the plan after the date of grant.

Adjustments. 1f the committee determines that a certain corporate transaction (which could include
among other things a dividend or other distribution, recapitalization, stock split, reorganization, merger, repurchase,
exchange of shares, issuance of warrants or other rights to purchase shares or other Company securities, or other
similar corporate transactions) affects the shares such that an adjustment is appropriate to prevent dilution or
enlargement of the benefits intended to be made available under the plan, then the committee may, in such manner as
it may deem equitable, adjust; (a) the number of shares of Common Stock subject to the plan, (b) the number of
shares of Common Stock subject to outstanding stock options and (c) the grant, purchase or exercise price of any
stock option. At the committee’s option, in lieu of making an adjustment described above, the committee may also
make provision for a cash payment to an option holder. ‘

Repricing. The plan provides that neither the committee nor the Board may: (a) decrease the
exercise price for any outstanding stock option granted under the plan after the date of grant or (b) allow a
participant to surrender an outstanding option granted under the plan to the Company as consideration for the grant
of a new option with a lower exercise price.

Change _of Control; Cash Payment for Stock Options. Upon a Change in Control (as that term is
defined in the plan), the Board in its discretion may take one or more of the following actions: (a) provide for the
acceleration of any time period relating to the exercise of the stock option; (b) provide for the purchase of the stock
option for an amount of cash or other property that could have been received upon the exercise of the stock option
had the option been currently exercisable or payable; (c) adjust the terms of the stock option in the manner
determined by the Board to reflect the Change of Control; (d) cause the stock option to be assumed, or new right
substituted for the stock option, by another entity; or (e) make such other provision as the Board may consider
equitable and in the best interests of the Company.

_ Tax Withholding. The Company may withhold the amount of any tax attributable to any shares of
Common Stock deliverable under the plan, after giving the participant notice as far in advance as practicable. The
committee may allow an option holder to satisfy the withholding tax requirements relating to a stock option exercise
by electing to have the Company withhold shares of Common Stock otherwise issuable, by tendering back shares of
Common Stock received in the transaction or by delivering to the Company shares of Common Stock, in each case
with-a fair market value equal to the amount required to be withheld.

Certain Federal Income Tax Consequences

The grant of a stock option under the plan creates no income tax consequences to the employee or
the Company. An employee who is granted a stock option under the plan will generally recognize ordinary income
at the time of exercise in an amount equal to the excess of the fair market value of the Common Stock at such time
over the exercise price. The Company will be entitled to a deduction in the same amount and at the same time as
ordinary income is recognized by the employee. A subsequent disposition of the Common Stock will give rise to
capital gain or loss for the participant to the extent the amount realized from the sale differs from the tax basis, i.e.,
the fair market value of the Common Stock on the date of exercise. This capital gain or loss will be a long-term
capital gain or loss if the Common Stock has been held for more than one year from the date of exercise.

The above description of tax consequences under federal law is necessarily general in nature and
does not purport to be complete. Moreover, statutory provisions are subject to change, as are their interpretations,
and their application may vary in individual circumstances. Finally, the consequences under applicable state and
local income tax laws may not be the same as under the federal income tax laws.
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New Option Plan Benefits

Set forth below is certain information regarding stock options awarded under the plén, subjéct to
shareholder approval. All options were granted on February 19, 2003, at an exercise price of $4.72 per share, the

fair market value of the shares of common stock on the date of grant.

New Pian Benefits
Name and Position Number of Shares
George R. Schonath, President and
" Chief Executive Officer 0
Executive Group ‘ - 75,000
Non-Executive Director Group 0
Non-Executive Officer Employee Group 40,900
Total 115,900

The Company cannot currently determine the number of stock options that may be granted to
participants under the pian in the future. Such determinations will be made from time to time by the committee. On
March 21, 2003, the closing price per share of the Common Stock on the Nasdaq Stock Market was $4.10.

Equity Compensation Plan Enformation

Set forth below is information with respect to the Company’s equity compensation plans as of

December 31, 2002.

EQUITY COMPENSATION PLAN INFORMATION

Number of securities to be =~ Weighted-average

Number of securities
remaining available
for future issuance

issued upon exercise of exercise price of under equity compensation
cutstanding options, outstanding options  plans (excluding securities
Plan Category warrants and rights warrants and rights reflected in column {(a))
@ ) ©
Equity compensation plans
approved by security holders 214,445 $10.37 105,555 *
Equity compensation plans
not approved by security holders 0 0 0
Total i 214,445 ‘ $10.37 105,555

* The Compensation Committee does not intend to issue any further options under its 1993 and 1997 Plans which

are the onliy plans reflected in the above table.
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Vote Required To Approve the 2003 Plan

The vote necessary to approve the 2003 Plan is governed by Section 180.0725(3) of the Wisconsin
Business Corporation Law, which provides that a matter will be approved if a quorum is present and the number of
votes cast in favor of the matter exceed the number of votes cast in opposition thereto. Accordingly, a sharcholder
will be deemed “present” at the Meeting by proxy because the shareholder has returned a proxy (even if the proxy
card contains no instructions as to voting with respect to the approval of the 2003 Plan, abstains from voting thereon,
or constitutes a broker non-vote with respect thereto). Assuming a quorum is present, abstentions and broker non-
votes will not affect the vote required to approve the 2003 Plan.

THE BOARD OF DIRECTORS UNANIMOUSLY RECOMMENDS THAT
SHAREHCLDERS VOTE FOR THE APPROVAL OF THE 2003 PLAN. SHARES REPRESENTED AT
THE ANNUAL MEETING BY EXECUTED BUT UNMARKED PROXIES WILL BE VOTED “FOR” THE
2003 PLAN. ‘

Proposai No. 3—- RATIFICATION OF APPOINTMENT OF INDEPENDENT AUDITORS

The Board of Directors has appointed the firm of Virchow, Krause & Company, LLP as
independent auditors to audit the books, records, and accounts of the Company and its subsidiaries for the year
ending December 31, 2003, and proposes that the shareholders ratify such appointment. Virchow, Krause &
Company, LLP acted as independent auditors for the years ended December 31,2002 and 2001. A representative of
Virchow, Krause & Company, LLP is expected to attend the Annual Meeting, and will have the opportunity to make
a statement and will be available to respond to appropriate questions.

The vote necessary to ratify the appointment of independent auditors is governed by Section
180.0725(3) of the Wisconsin Business Corporation Law, which provides that a matter will be approved if a quorum
is present and the number of votes cast in favor of the matter exceed the number of votes cast in opposition thereto.
Accordingly, a shareholder will be deemed “present” at the Meeting by proxy because the shareholder has returned a
proxy (even if the proxy card contains no instructions as to voting with respect to the ratification of the appointment
of independent auditors, abstains from voting thereon, or constitutes a broker non-vote with respect thereto).
Assuming a quorum is present, abstentions and broker non-votes will not affect the vote required to ratify the
appointment of Virchow, Krause & Company, LLP as independent auditors.

Audit Fees

The aggregate fees billed by Virchow, Krause & Company, LLP for professional services rendered
for the audit of the Company’s annual financial statements for the fiscal year ended December 31, 2002 and the
review of the financial statements included in the Company’s Forms 10-Q were $100,486.

Financial Information Systems Design and Implementation Fees

The fees billed by Virchow, Krause & Company, LLP for professional services rendered in
connection with financial systems -design and implementation for the fiscal year ended December 31, 2002 were
$1,520.

All Other Fees
The fees billed by Virchow, Krause & Company, LLP for consulting services for the fiscal year
ended December 31, 2002 were $16,509.

The Audit Committee took into consideration whether the providing of services described above
under “Financial Information Systems Design and Implementation Fees” and “All Other Fees” was compatible with
maintaining the independence of Virchow, Krause & Company, LLP.

THE BOARD OF DIRECTORS UNANIMOUSLY RECOMMENDS THAT
SHAREHOLDERS VOTE FOR THE RATIFICATION OF THE APPOINTMENT OF VIRCHOW,
KRAUSE & COMPANY, LLP AS INDEPENDENT AUDITORS FOR THE YEAR ENDING DECEMBER
31, 2003,
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Proposal No. 4 - Other Matters

The matters in the foregoing Notice of Meeting and Proxy Statement are, as far as the Board of
Directors knows, the only matters which will be presented for consideration at the Annual Meeting. If any other
matters properly come before the Annual Meeting, the individuals named in the accompanying Proxies will vote on
.them, in accordance with their best judgment exercising the authority conferred thereby. .

MISCELLANEOUS

Shareholder Proposals
Any proposals of shareholders intended to be presented at the 2004 Annual Meeting of

Shareholders must be received by the Secretary of the Company at its principal executive offices at W239 N1700
Busse Road, Waukesha, Wisconsin 53188-1160, on or before December 5, 2003, to be considered for in¢lusion in
the Company’s Proxy Statement and proxy relating to such meeting. Additionally, if the Company receives notice of
a shareholder proposal after February 19, 2004, the persons named in the proxies solicited by the Board of Directors
for the 2004 Annual Meeting may exercise discretionary voting power with respect to such proposal.

Solicitation Expenses . , :

The cost of solicitation of proxies will be borne by the Company. The Company will reimburse
brokerage firms and other custodians, nominees and fiduciaries for reasonable expenses incurred by them in sending
proxy materials to be beneficial owners of Common Stock. In addition to solicitation by mail, directors, officers and
regular employees of the Company and/or the Bank may solicit proxies personally or by telegraph or telephone

without additional compensation.
. BY ORDER OF THE BOARD OF DIRECTORS

George R. Schonath
President and Chief Executive Officer

Pewaukee, Wisconsin
April 4, 2003
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Appendix A

THE MIDDLETON DOLL COMPANY
2003 STOCK OPTION PLAN

Section 1. Purpose

The purpose of The Middleton Doll Company 2003 Stock Option Plan (the “Plan™) is to
~ promote the best interests of The Middleton Doll Company, a Wisconsin corporation (together with
any successor thereto, the “Company”), its subsidiaries and shareholders by encouraging and
providing for the acquisition of an equity interest in the Company by officers and key employees and
by enabling the Company and its subsidiaries to attract and retain the services of officers and key
employees upon whose judgment, interest, skills, and special effort the successful conduct of the
operations of the Company and its subsidiaries is largely dependent.

Section 2. Effective Date

The Plan shall become effective on February 19, 2003, subject to the approval of the Plan by
the shareholders of the Company at the Company’s 2003 Annual Shareholders Meeting. To the
extent that any stock options are granted under the Plan prior to its approval by shareholders, the
grants shall be contingent on approval of the Plan by the shareholders of the Company.

Section 3. Administration

A committee (the “Committee”) of the Company’s Board of Directors (the “Board”) shall
administer the Plan. The Committee shall consist of not less than two directors, each of whom shall
qualify as a “non-employee director” within the meaning of Rule 16b-3 (“Rule 16b-3”) under the
Securities Exchange Act of 1934, as amended (the “Exchange Act”), and as an “outside director”
under Section 162(m)(4)(C) of the Internal Revenue Code of 1986, as amended (the “Code™), or any
successor provisions thereto. If at any time the Committee shall not be in existence, the Board shall
administer the Plan.

Subject to the terms of the Plan and applicable law, the Committee shall have full power and
authority to (a) interpret and administer the Plan and any instrument or agreement relating to, or
made under, the Plan; (b) establish, amend, suspend or waive any rules and regulations related to the
Plan and appoint any agents that it deems appropriate for the proper administration of the Plan; and
- (¢) make any other determination and take any other action that the Committee deems necessary or
desirable for the administration of the Plan. The Committee’s decisions and determinations under the
Plan need not be uniform and may be made selectively among participants, whether or not they are
similarly situated. A majority of the members of the Committee shall constitute a quorum and all
determinations of the Committee shall be made by a majority of its members. The Committee may
- make any determination under the Plan without notice or meeting of the Committee by a writing
signed by a majority of the Committee members.

Section 4. Eligibility and Participation

The Committee, in its discretion, may designate from time to time officers and other key
employees of the Company and its subsidiaries to participate in the Plan. The Committee shall
consider such factors as it deems appropriate in selecting participants and in determining the amount
of their respective benefits. The Committee’s designation of a participant in any year shall not
require the Commiittee to designate such person to receive a benefit in any other year. .
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Section 5. Stock Subject to Plan.

5.1.  Number. Subject to adjustment as provided in Section 5.3, the tota] number of shares
of Common Stock of the Company, par value 6 2/3 cents per share (the “Stock™), \
which may be issued under the Plan shall be 250,000 shares. The shares to be
delivered under the Plan may consist, in whole or in part, of authorized but unissued
Stock or Treasury Stock. Subject to adjustment as provided in Section 5.3, no
participant shall be granted stock options in any single fiscal year of the Company for
more than 85,000 shares of Stock. In all cases, determinations under this Section 5
shall be made in a manner that is consistent with the exemption for performance-
based compensation provided by Section 162(m) of the Code (or any successor
provision thereto) and any regulations promulgated thereunder.

5.2. Unused Stock: Unexercised Rights. If, after the effective date of the Plan, any shares
of Stock covered by a stock option granted under the Plan, or to which any stock
option relates, are forfeited or if a stock option otherwise terminates, expires, or is
canceled prior to the delivery of all of the shares of Stock or of other consideration
issuable or payable pursuant to such stock option, then the number of shares of Stock
counted against the number of shares available under the Plan in connection with the
grant of such stock option, shall again be available for the granting of additional stock
options under the Plan. In the event the exercise price of a stock option or tax
withholding obligations respecting such stock option are paid in whole or in part
through the delivery (or withholding) of shares of Stock, the shares delivered (or
withheld) in payment of such exercise price or withholding tax obligations may be
subject to new options under this Plan.

5.3. Adjustment in Capitalization. In the event that the Committee shall determine that
any dividend or other distribution (whether in the form of cash, Stock, other securities
or other property), recapitalization, stock split, reverse stock split, reorganization,
merger, consolidation, split-up, spin-off, combination, repurchase or exchange of
Stock or other securities of the Company, issuance of warrants or other rights to
purchase Stock or other securities of the Company, or other similar corporate
transaction or event affects the Stock such that an adjustment is determined by the
Committee to- be appropriate in order to prevent dilution or enlargement of the
benefits or potential benefits intended to be made available under the Plan, then the
Committee may, in such manner as it may deem equitable, adjust any or all of the (a)
number of shares of Stock subject to the Plan (including the individual limits
described in Section 5.1) and which thereafter may be made the subject of stock
options under the Plan; (b) the number of shares of Stock subject to outstanding stock
options; and (c) the grant, purchase or exercise price with respect to any stock option;
or, if deemed appropriate, make provision for a cash payment to the holder of an
outstanding stock option in lieu of any of the foregoing adjustments; provided,
however, that the number of shares of Stock subject to any stock option shall aiways
be a whole number.

Section 6. Term of Plan

The Plan shall remain in effect until all shares reserved for issuance hereunder have been
issued, subject to earlier termination by the Board pursuant to Section 11.1. However, unless
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otherwise expressly provided in the Plan or in an applicable option agreement, any stock option
theretofore granted may extend beyond such date and, to the extent set forth in the Plan, the authority
of the Committee to amend, alter, adjust, suspend, discontinue or terminate any such stock option, or
to waive any conditions or restrictions with respect to any such stock option, and the authority of the
Board to amend the Plan, shall extend beyond such date.

Section 7. Stock Options
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7.1.

7.2.

7.3.

7.4.

7.5.

Grant of Options. Options may be granted to participants at any time and from time
to time as shall be determined by the Committee. Subject to the limits of Section 5.1
and Section 7.2, the Committee shall have complete discretion in determining the
number, terms and conditions of options granted to a participant. All options granted
shall be non-qualified stock options.

Non-qualified Stock Options. Non-qualified stock options will be exercisable at
purchase prices of not less than One Hundred percent (100%) of the Fair Market
Value of the Stock on the business day immediately prior to the grant date. Non-
qualified stock options will be exercisable as determined by the Committee over not
more than ten (10) years after the date of grant and shall terminate at such time as the
Committee shall determine.

Option Agreement. Each option granted under the Plan shall be evidenced by an
option agreement that shall be signed by the participant and an appropriate officer of
the Company. The option agreement shall specify the option price, the vesting, the
duration of the option, the number of shares of Stock to which the option pertains and
such other provisions as the Committee shall determine (including,  without
limitation, non-compete, confidentiality or other similar provisions or provisions
relating to transfer).

Fair Market Value. The “Fair Market Value” of the Stock shall be determined by
such methods or procedures as shall be established from time to time by the
Committee; provided, however, that the Fair Market Value shall not be less than the
par value of the Stock; and provided further, that (a) if the Stock is traded on the
over-the-counter market, then the Fair Market Value shall be the closing sale price for
the Stock in the over-the-counter market on the measurement date (or if there was no
sale of the Stock on such date, on the immediately preceding date on which there was
a sale of the Stock), as reported by the National Association of Securities Dealers
Automated Quotation System (or any successor), or (b) if the Stock is listed on a
national securities exchange or national securities association, then the Fair Market
Value shall be the closing sale price for the Stock on the Composite Tape on the
measurement date. ’ -

Payment. The Committee shall determine the methods and the forms for payment of
the purchase price of stock options, including (a) by delivery of cash or previously
owned shares of Stock or other securities of the Company having a then Fair Market
Value equal to the purchase price of such shares; or (b) by delivery (including by
means of a facsimile transmission) to the Company or its designated agent of an
executed irrevocable option exercise form together with irrevocable instructions to a
broker-dealer to sell or margin a sufficient portion of the Stock and deliver the sale or




- margin loan proceeds directly to the Company to pay the purchase: price; provided

. that in no event shall the shares of Stock to be issued upon the exercise of the stock
options be transferred to the participant, nor shall the participant’s name be recorded
on the Company’s shareholder ledger as the holder of record of such shares, until the
Company has received payment in full for such shares, including the payment of any
tax attributable to the shares to be delivered (as provided in Section 12). If a
facsimile transmission is used by the participant to deliver the executed irrevocable
option exercise form and related materials, then the participant should mail the
original executed copy of the documents to the Company promptly after sending the
facsimile. Notwithstanding the foregoing provisions, the Committee may limit the
ability of a participant to pay the exercise price by delivery of previously owned
shares or other securities of the Company or by delivery of an executed irrevocable
option exercise form (collectively, the “Alternative Option Exercise Method™), if in
the opinion of the Committee, in consultation with legal counsel as appropriate, (a) (i)
the participant is or within the six months preceding the exercise of the stock option
was subject to reporting under Section 16(a) of the Exchange Act and (ii) there is a
substantial likelihood that the Alternative Option Exercise Method could subject the
participant to a substantial risk of short-swing profit liability under Section 16(b) of
the Exchange Act; (b) the Alternative Option Exercise Method could have an adverse
tax or accounting effect on the Company; or (c) the Alternative Option Exercise
Method could subject the Company to a risk of liability under the Exchange Act.

Section 8. Transferability

Each stock option granted under the Plan shall not be transferable other than by will or the
laws of descent and distribution, except that a participant may, to the extent allowed by the
Committee and in a manner specified by the committee (a) designate in writing a beneficiary to
exercise the stock option after the participant’s death or (b) transfer any stock option.

Section 9. Rights of Employees

Nothing in the Plan shall interfere with or limit in any way the right of the Company or any
subsidiary to terminate any participant’s employment at any time nor confer upon any participant any
right to continue in the employ of the Company or any subsidiary.

Section 10.Change of Control

In order to preserve a participant’s rights under a stock option granted under the Plan in the
event of any sale of assets, merger, consolidation, combination or other corporate reorganization,
restructuring or change of control of the Company (“Change of Controi”), the Board in its discretion
may, at the time the stock option is granted or at anytime thereafter, take one or more of the
following actions: (a) provide for the acceleration of any time period relating to the exercise of the
stock option; (b) provide for the purchase of the stock option for an amount of cash or other property
that could have been received upon the exercise of the stock option had the option been currently
_exercisable or payable; (c) adjust the terms of the stock option in the manner determined by the
Board to reflect the Change of Control; (d) cause the stock option to be assumed, or new right
substituted for the stock option, by another entity; or (¢) make such other provision as the Board may
consider equitable and in the best interests of the Company.
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Section 11. Amendment, Modification and Termination of Plan

11.1.  Amendment, Modification and Termination of Plan. The Board may at any time
amend, alter, suspend, discontinue or terminate the Plan; provided, however, that
shareholder approval of any amendment of the Plan shall be obtained if otherwise
required by (a) the Code or any rules promuigated thereunder, (b) the listing
requirements of the principal national securities exchange, national securities
association or over-the-counter market on which the Stock is then traded, or (c) any
other applicable law. To the extent permitted by applicable law, the Committee may
also amend the Plan, provided that any such amendments shall be reported to the
Board. Termination of the Plan shall not affect the right of participants with respect
to stock options previously granted to them, and all unexpired stock options shall
continue in force and effect after termination of the Plan except as they may lapse or
be terminated by their own terms and conditions. Notwithstanding the foregoing, the
Board and Committee are prohibited from amending the provisions of the Plan that
prohibit the repricing of options without shareholder approval.

11.2.  Waiver of Conditions. The Committee may, in whole or in part, waive any

conditions or other restrictions with respect to any stock option granted under the
Plan.

Section 12.Taxes

The Company shall be entitled to withhold the amount of any tax attributable to any shares of
Stock deliverable under the Plan after giving the person entitled to receive such shares of Stock
notice as far in advance as practicable, and the Company may defer making delivery if any such tax
may be pending unless and until indemnified to its satisfaction. The Committee may, in its sole
discretion and subject to such rules as it may adopt, permit a participant to pay all or a portion of the
federal, state and local withholding taxes arising in connection with the exercise of a stock option
under the Plan by electing to (a) have the Company withhold shares of Stock, (b) tender back shares
of Stock received in connection with such benefit, or (c) deliver other previously owned shares of
Stock, in each case such stock having a then Fair Market Value equal to the amount to be withheld;
provided, however, that the amount to be withheld shall not exceed the participant’s estimated
minimum federal, state and local tax obligations associated with the transaction. The election must
be made on or before the date as of which the amount of tax to be withheld is determined and
otherwise as required by the Committee. The Fair Market Value of fractional shares of Stock
remaining after payment of the withholding taxes shall be paid to the participant in cash.

Section 13.Miscellaneous

13.1.  Stock Transfer Restrictions

(a) Shares of Stock purchased under the Plan may not be sold or otherwise
disposed of except (i) pursuant to an effective registration statement under the
Securities Act of 1933, as amended (the “Act”), or in a transaction which, in
the opinion of counse! for the Company, is exempt from registration under the
Act; and (ii) in compliance with state securities Jaws. The Committee may
waive the foregoing restrictions, in whole or in part, in any particular case or




13.2.

13.3.

13.4.

cases or may terminate such restrictions whenever the Committee determines
that such restrictions afford no substantial benefit to the Company.

(b)  All certificates for shares delivered under the Plan pursuant to any option or
the exercise thereof shall be subject to such stock transfer orders and other
restrictions as the Committee may deem advisable under the Plan and any
applicable federal or state securities laws, and the Committee may cause a
legend or legends to be put on any such certificates to make appropriate
references to such restrictions.

Other Provisions. The grant of any option under the Plan may also be subject to other
provisions (whether or not applicable to the benefit awarded to any other participant)
as the Committee determines appropriate, including, without limitation provisions for
(a) one or more means to enable participants to defer recognition of taxable income
relating to stock options or cash payments derived therefrom, which means may
provide for a return to a participant on amounts deferred as determined by the
Committee (provided that no such deferral means may result in an increase in the
number of shares of Stock issuable hereunder); (b) restrictions on resale or other
disposition; and (c) compliance with federal or state securities laws and any
applicable nationai securities exchange, national securities association or over-the-
counter market requirements.

No Rights as Shareholder. No participant shall have any voting or dividend rights or
other rights as a shareholder with respect to any shares of Stock subject to a stock
option granted under the Plan before the date of transfer to the participant of a
certificate or certificates for such shares and recording of the participant’s name on
the Company’s shareholder ledger as the holder of record of such shares.

Option Agreement. No person shall have any rights under any stock option granted
under the Plan unless and until the Company and the participant to whom the stock
option was granted shall have executed an option agreement in such form as shall
have been approved by the Committee. An option agreement shall constitute a
binding contract between the Company and the participant, and every participant,
upon acceptance of such option agreement, shall be bound by the terms and
restrictions of such agreement and this Plan.

Section 14.Legal Constructicn

14.1.

14.2.
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Requirements of Law. The granting of stock options under the Plan and the issuance
of shares of Stock in connection with the exercise of any such stock options are
subject to all applicabie laws, rules and regulations, and to any required approvals by
any governmental agencies or national securities exchange, national securities
association or over-the-counter market on which the Stock may from time to time be
listed or traded.

Repricing Prohibited. Notwithstanding anything in this Plan to the contrary, and
except for the adjustments provided in Sections 5.3 and Section 10, the Committee,
the Board and each other person is prohibited from decreasing the exercise price for
any outstanding option granted to a Participant under this Plan after the date of grant




001.1388886.

14.3.

14.4.

or allowing a Participant to surrender an outstanding option granted under this Plan to
the Company as consideration for the grant of a new option with a lower exercise
price.

Governing Law. The Plan and all option agreements under the Plan shall be
construed in accordance with and governed by the laws of the State of Wisconsin,
without reference to conflict of law principles thereof.

Severability. If any provision of the Plan or any option agreement or any stock
option (a) is or becomes or is deemed to be invalid, illegal or unenforceable in any
jurisdiction, or as to any person or stock option, or (b) would disqualify the Plan, any
option agreement or any stock option under any law deemed applicable by the
Committee, then such provision shall be construed or deemed amended to conform to
applicable laws, or if it cannot be so construed or deemed amended without, in the
determination of the Committee, materially altering the intent of the Plan, any option
agreement or the stock option, such provision shall be stricken as to such jurisdiction,
person or stock option, and the remainder of the Plan, any such option agreement and
any such stock option shall remain in full force and effect.
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Item 1. Description of Business

Introduction

The Middleton Doll Company (the “Company”) was incorporated in February, 1980 to provide
long-term collateralized loans to small businesses. At present the Company consists of two business segments, the
Financial Services Business and the Consumer Products Business.

The Financial Services Business segment consists of the Company and its wholly-owned
subsidiary, Bando McGlocklin Small Business Lending Corporation (BMSBLC). Both the Company and BMSBLC
are operated as a real estate investment trust (“REIT”) pursuant to the provisions of Section 856 of the Internal
Revenue Code of 1986, as amended. The principal business of the segment is making mortgage loans and leasing
buildings to small businesses. The segment also participates in mortgage loans with third party loan originators.

The Consumer Products Business segment consists of a 99% interest in Lee Middleton Original
Dolls, Inc. (“LMOD”). George R. Schonath, President and Chief Executive Officer, owns the remaining 1% of the
stock of LMOD. LMOD is a manufacturer of vinyl collectible dolls and a distributor of vinyl play dolls. LMOD
has a wholly-owned subsidiary, License Products, Inc. (“LPI”), that designs, develops and markets a line of quality,
proprietary time pieces. On January 1, 2002, LMOD, which previously owned 51% of LPI, acquired the remaining
outstanding 49% interest in LP1. Also during 2002, LMOD disposed of its 51% interest in Middleton (HK) Limited
(“MHK”), a Hong Xong corporation that provided LMOD with raw material and finished goods from Asia. Neither
of these transactions had a material impact upon the financial statements.

In order to qualify as a REIT under the Internal Revenue Code, the Company cannot hold more
than 10% of the outstanding voting securities of any one issuer except for “Taxable Real Estate Investment Trust
Subsidiaries” (“TRSs”). LMOD and LPI became TRSs as of January 1, 2001, which allowed the Company on June
25, 2001, to exchange its non-voting stock in LMOD for voting stock.

On September 3, 1997, the Company capitalized InvestorsBancorp, Inc., a bank holding company,
for approximately $6.2 million and then distributed all of the outstanding shares of InvestorsBancorp, Inc. to the
Company’s shareholders. The Company and InvestorsBancorp, Inc., together with its wholly-owned subsidiary,
InvestorsBank (the “Bank™), share common offices and personnel. Expenses are shared between the two entities in
accordance with a Management Services and Allocation of Expenses Agreement (the “Management Agreement”).
See “Management’s Discussion and Analysis of Financial Condition and Results of Operation — Liquidity and
Capital Resources”.

Financial Services Business
Loans

The Company, through its Financial Services Business, owns and leases industrial and commercial
real estate to small businesses and makes loans to small business entities collateralized primarily by first or second
real estate mortgages.

Until the distribution of the shares of InvestorsBancorp, Inc. in September, 1997, the Company
had engaged in the business of originating loans to small businesses. Concurrent with such distribution, the
Company and the Bank agreed in the Management Agreement that the Company would not originate any loans
unless agreed to by the Bank in writing, unless the loans are made to current Company customers or unless the loans
are outside the Bank’s lending limitations. Thus, except for the making of loans to Company customers who desire
to increase their loan amounts with the Company and for loans outside the Bank’s lending limitations, the Company
does not solicit any loans.




The Company’s loan and leased property portfolio is managed by the Bank for an annual fee,
payable monthly, equal to 25 basis points of the total do!lar amount of loans under management and 6% of the rents
from leased properties. Operating expenses are also shared by the Bank and the Company, as well as certain

expenses of employees providing accounting, reporting and related services to the Company.

The Company’s loan portfolio is primarily comprised of long-term, variable rate, collateralized
loans to small business entities. The loans are primarily collateralized by first mortgages on real estate, although
some loans are collateralized by second mortgages. Approximately 90% of the Company’s loans by dollar volume
are loans to borrowers located in the State of Wisconsin. Substantially all of the Company’s loan portfolio is held
by BMSBLC.

The Company’s borrowers include manufacturers, wholesalers, retailers, professionals and service
providers. The Company funds its lending-operations through its equity capital, bank and institutional borrowings,
commercial paper sales and the sale of loan participations. -

The Company’s exposure to loss in the event of nonperformance by the borrower is represented by
the outstanding principal amount of loans of $73.60 million and accrued interest of $0.27 million at December 31,
2002. Substantially all loans are fully collateralized by first or. second mortgages on commercial real estate.
Diversification across industries is a means of managing market risk by decreasing loan concentrations. The
following table provides information regarding the outstanding principal amount of loans by industry at December
31, 2002. ‘ '

Qutstanding Percent of

Number Principal Total Loans
Type of Business of Loans Balance Outstanding
Industrial Machinery 8 $11,258,364 15.30%
Investment Property 5 8,930,898 12.13%
Construction 4 8,787,699 - 11.94%
Wholesale Goods 8 7,586,822 10.31%
Metalworking Machinery 7 6,144,190 8.35%
Retail 5 5,662,224 7.69% .
Services ‘ 8 4,953,501 6.73%
Dies, Molds and Patterns 12 4,733,103 6.43%
Other Manufacturing 10 4,321,914 5.87%
Electronic and Electrical Equipment 5 3,288,757 4.47%
Commercial Printing 4 3,265,022 4.44%
Transportation 4 2,873,209 3.90%
Rubber Products 3 1,795,181 2.44%
Total 83 $ 73,600,884 100.00%




Fixed rate
Variable rate with fixed cap
Variable rate

Total

Outstanding
Balance

Percen.t of
Totai Loans
Outstanding

| $12,074,584
6,445,669
55,080,631

$ 73,600,884

Maximum Interest Rates

The Company’s loans are further comprised of fixed rate loans, variable rate loans with fixed cap
rates and variable rate loans.

Further detail regarding the fixed rate loans and the variable rate loans with a fixed cap is provided
in the following table.

Expiration .

Date 4.0-4.9% 7.0-7.9% 8.0-8.9% Total

Demand - - 1,529,064 § 1,529,064
2003 80,177 635,731 1,819,598 2,538,442
2004 - ' 2,556,577 1,998,567 4,555,144
2005 - 880,097 3,369,402 4,249,499
2006 - 3,117,229 297,283 3,414,512
2007 - 1,643,375 - 2,233,592
Total $ 8,833,009 $ 9,013,914 $ 18,520,253

$ 80,177

A loan is considered to be impaired when, based on current information and events, management

does not expect to collect all amounts due according to the contractual terms of the loan agreement in the normal
course of business. A loan is also impaired when the loan contract is restructured by extending the due date of either
principal or interest payments or by reducing the interest rate on the loan. A loan is not impaired during a period of
delay in payment if management expects to collect all amounts due including accrued interest at the contractual
interest rate for the period of the delay. When the projected cash flow of the business from all sources including
capital contributions, conversion of assets to cash, and net income plus depreciation are inadequate to make
contractual payments as scheduled, then the loan is considered impaired. Impaired loans totaled $2.01 million and
$0.52 million at December 31, 2002 and 2001, respectively. One loan which is secured by real estate accounted for
$1.75 million of the total at December 31, 2002. Gross income of $0.07 million would have been recorded during
2002 had the impaired loans been current in accordance with their original terms.




Real Estate

At December 31, 2002 the Company owned 23 buildings and had entered into long-term lease
agreements on 22 of the properties and had one vacant property. During the year the Company sold two properties.
The Company anticipates that it will continue to construct or purchase additional industrial or commercial properties
to lease. The total cost of the Company’s properties (not including construction in progress and the cost of the
related land) at December 31, 2002, was $33.51 million and the depreciated book value was $31.59 million. Two of
the leased properties were on nonaccrual status during 2002. Rental income of $0.26 million would have been
recorded during 2002 had the tenants been current in accordance with their leases.

The Company anticipates that its rental properties will either be industrial real estate (i.e. used for
manufacturing purposes), or commercial real estate properties, such as office buildings and retail stores and that
substantially all of its properties will be located in Wisconsin. The following table sets forth additional information

regarding the Company’s leased properties, all of which are located in Wisconsin.

Property Lease Acquistion Square
Type Location Rents Cost Footage
Commercial Hartland, WI $ 347,236 $ 3,941,150 67,835
Industrial Germantown, W1 365,640 3,450,000 64,910
Commercial Menomonee Falls, W1 306,807 2,249,968 54,805
Commercial Pewaukee, WI 312,144 2,116,454 32,325
Industrial Berlin, WI 209,700 1,921,660 71,830
Industrial Franklin, WI 201,000 1,866,120 37,904
Commercial Mequon, WI 214,248 1,857,248 26,650
Commercial Oconomowoc, WI 176,292 1,678,978 - 27,045
- Industrial Menomonee Falls, WI 180,060 1,650,000 33,358
Commercial  Menomonee Falls, W1 108,860 1,565,543 23,958
Industrial Milwaukee, WI 175,956 1,551,910 42,000
Commercial Mequon, WI 146,810 1,351,433 26,248
Industrial Waukesha, WI 164,925 1,165,355 31,174
Commercial ~ Franklin, W1 170,516 1,003,950 27,000
Commercial  New Berlin, Wi 135,458 . 962,017 19,958
Industrial . Cudahy, WI - 816,081 32,681
Commercial Lake Geneva, WI 85,068 794311 8,250
Industrial Cudahy, WI 70,580 715,787 27,750
Commercial Menomonee Falls, W1 80,311 702,493 16,100
Commercial Menomonee Falls, W1 102,205 688,395 19,680
Commercial Milwaukee, W1 73,248 - 522,328 12,200
Industrial West Allis, WI- 53,610 480,000 19,705
Commercial Menomonee Falls, WI 74,576 462,542 10,400
$3,755,250 $33,513,723 723,766

* Property not presently leased

Competition

The Company, in managing its loan portfolio, competes primarily with commercial banks and
commerciai finance companies, many of which bave substantially more assets and capital than the Company.
Banks, in particular, have been active in seeking to refinance outstanding loans. The Company believes, however,
that it is able to compete effectively to maintain its loan portfolio because of its smaller size and more flexible
structure.




In owning and leasing real estate, the Company competes primarily with other REITs and other
investors such as insurance companies, a variety of investment companies and individual investors, all of whom
seek to own and lease real estate. In addition, the Company competes with banks and other financial institutions,
which seek to lend money to potential tenants of the Company in order to allow the potential tenants to construct
and own their own building rather than to lease a building owned by the Company.

Employees

As of December 31, 2002, the Company employed only its President and Vice President. All
other duties are performed by Bank employees pursuant to the Management Agreement.

Credit Concentration

As of December 31, 2002, the Company had seven loans with outstanding balances totaling
$11. 61 million to one customer and its affiliated companies. Of that amount $4.51 million was participated to a
third party without recourse.

Consumer Products Business
Lee Middleton Original Deils, Inc.

Lee Middleton Original Dolls, Inc. ("LMOD"), headquartered in Westerville, Ohio with its
manufacturing facility located in Belpre, Ohio, is a 99% owned subsidiary of the Company, with the President of the
Company owning the remaining 1%. LMOD is a manufacturer of artist designed vinyl collectible dolls and a
distributor of vinyl play dolls. LMOD uses a multi-step process to manufacture its vinyl dolls that includes (1)
rotational molding to create body parts for dolls, (2) painting, eyeing and wigging each doll, and (3) dressing the
dolls in custom designed clothes.

LMOD distributes its collectible doll lines through a network of independent, specialty retail
stores throughout the United States. Distribution is also slowly expanding into Canada, Japan, Mexico and Europe.
Competition is with various other doll manufacturers including Zapf, Adora, Madam Alexander, Ashton Drake,
Mattel’s American Girl and a variety of small artist-owned manufacturers. LMOD has two outlet stores and a newly
opened mall based retail location showcasing the Newborn Nursery concept that was developed at the factory outlet
retail store. Future growth plans include expanding into the lower priced, higher volume mass retail channels with
newly designed products while maintaining the quality of the collectible doll line.

At the close of 2001 LMOD ceased sourcing its imported components and play doll products
through its MHK subsidiary in favor of three new Chinese suppliers of outfits and accessories. The final product
assembly is done at the Belpre, Ohio, factory. This arrangement has allowed LMOD to develop a line of less
expensive dolls for wider retail distribution. '

License Products, Inc.

License Products, Inc. (“LPI”) is a wholly-owned subsidiary of LMOD. Prior to January 1, 2002,
LMOD owned 51% of LPI. On January 1, 2002, LMOD acquired the remaining 49% of the common stock of LPI.
LPI, located in Hartland, Wisconsin, designs, develops and markets a line of quality, proprietary time pieces. The
company’s products are distributed nationwide through major retail account channels.

Employees

The Consumer Products Business segment employs approximately 100 persons. At LMOD,
approximately 50 employees are subject to a collective bargaining agreement which expires on April 30, 2004.



Seasonality

The Consumer Products Business tends to be seasonal with the strongest months being September,
October and November. )

Large Customers

Kohls Department Stores accounted for approximately 16% and Bed Bath & Beyond accounted
for approximately 5% of the Consumer Products Business’ total revenues for 2002.

Backlog
The backlog of the Consumer Products Business was approximately $0.37 million as of December
31, 2002, all of which should be filled during 2003.
Revenues of Principal Product Groups

The following table sets forth (in thousands of dollars), for each of the last three years, revenues
attributable to the Company’s principal product groups:

12/31/02 12/31/01 12/31/00

Revenues
Loan Portfolio $ 4,849 $ 7.895 $ 10,185
Real Estate Porifolio 4,823 4,039 3,801
Dolls 17,086 23,015 25,468
Time Pieces 6,377 4216 3,603
QOther 997 463 406
Total $ 34,132 $ 39,628 $ 43,463

Segment Information

Financial information concerning the Company’s business segments is incorporated by reference
from the consolidated financial statements on pages 23 to 26 herein.

Executive Officers

George R. Schonath, 62, has served as Chief Executive Officer of the Company since 1983, as
President since July, 1997, and as a director since May, 2001. Mr. Schonath has also served as President and Chief
Executive Cfficer of InvestorsBancorp, Inc. and the Bank since they were established in 1997. From 1983 until
July, 1997, he served as Chairman of the Board of the Company.

Jon McGlocklin, 59, has served as a Vice President of the Company since November, 2001. From
July, 1997, through November, 2001, he served as a Senior Vice President. Mr. McGlocklin has served as a director
of InvestorsBancorp, Inc. since 1997. Until February 2001 Mr. McGlocklin had also served as Senior Vice
President of InvestorsBancorp, Inc. and Senior Vice President of the Bank since they were established in 1997. He
has also served as President of Healy Manufacturing, Inc., Menomonee Falls, Wisconsin, since 1997, and as an
announcer for the Milwaukee Bucks, an NBA basketball team, since 1976. From 1980 through July, 1997, he
served as a director of the Company and as President from 1991 through July, 1997.

Susan J. Hauke, 37, has been the Company’s Chief Financial Officer since 2002 and Vice
President — Finance, Secretary and Treasurer since 1997. In 2002, Ms. Hauke was also appointed Chief Financial
Officer of InvestorsBancorp. She is also the Vice President — Finance and Secretary of InvestorsBancorp, Inc. and
Controller, Vice President-Finance, and Treasurer of the Bank. From 1991 until 1997, Ms. Hauke served as




Controller for the Company and was a senior accountant at PricewaterhouseCoopers LLP before joining the
Company.

lain Macfarlane, 63, has served as a Senior Vice President of the Company and Chief Executive
Officer of LMOD since December, 2002. Previously he was a Senior Vice President with Pleasant Company/Mattel
(American Girl). From 1997 to 2000 he was CEO of Cowles Creative Publishing and prior to that he was CEO of
Lansinoh Laboratories, Inc. and KNOX International (a direct marketing company).

Item 2. Properties

During October, 2002, the Company sold the building located at W239 N1700 Busse Road,
Pewaukee, Wisconsin, to the Bank for $2.4 million, which represented the fair market value at the time of sale as
determined by an independent appraiser. The Company now leases 4,000 square feet in the building from the Bank.

LMOD owns an approximately 51,000 square foot building that serves as its manufacturing
facility located at 1301 Washington Boulevard, Belpre, Chio. The one-story building aiso contains retail and
warehouse space. During 1999, an additional leased retail outlet store was opened in West Virginia. A new 44,100
square foot facility in Columbus, Ohio was leased beginning in June of 2000 which is used for distribution and to
store raw materials and finished goods. In September 2000 LMOD entered into a five year office lease for 18,800
square feet in Westerville, Ohio, which is the company’s new headquarters.

LP1 leases approximately 62,000 square feet of office and warehouse space in a building owned by
the Company and located at 1050 Walnut Ridge Drive, Hartland, Wisconsin. During 2002, the Company added
approximately 35,000 square feet of additional warehouse space to the building in order to accommodate future
growth at LPL

Item 3. Legal Proceedings

As of the date of this filing, neither the Company nor any of its subsidiaries is a party to any legal
proceedings, the adverse outcome of which, in management’s opinion, would have a material effect on the
Company’s results of operations or financial position.
tem 4. Submission of Matters to a Vote of Security Holders

No matters were submitted to a vote of security holders during the quarter ended December 31,
2002.



Part Il
Item 5. Market for Common Equity and Related Shareholder Matters

The common stock of the Company is traded on the Nasdaq Stock Market under the symbol
DOLL. The table below represents the high and low sales price for the Company’s commeon stock as reported on the
Nasdaq Stock Market and the cash dividends paid per share for 2002 and 2001.

Common Stock Cash Dividends
High Low Per Share
2002
First Quarter $ 7.000 $ 5940 $0.16364
Second Quarter $ 6990 $ 6.200 $0.16364
Third Quarter $ 6.460 $§ 5.550 $0.16364
Fourth Quarter $ 6100 $ 4970 $0.16364
2001
First Quarter $ 8250 $ 5875 $0.16364
Second Quarter $ 8250 $ 6500 $0.16364
Third Quarter $ 7.800 $ 4.050 $0.16364
Fourth Quarter § 7250 $ 5.550 $0.16364

As of March 14, 2003, there were approximately 910 shareholders of record of the Company’s
common stock.
Item 6. Selected Financial Data (In thousands, except per share data)

The following table sets forth certain Selected Consolidated Financial Data for the periods and as
of the dates indicated:

For the years ended

(In thousands, except per December 31,
share data) 2002 2001 2000 1999 1998
Total revenues ' $ 34,132 $ 39,628 $ 43,463 $ 35,547 $ 32,075
Net income available to

cominon shareholders 3,203 1,645 4,264 5,476 3,770
Total assets 125,539 157,266 168,214 156,066 154,424
Long-term debt 35,597 48,453 63,772 48,005 62,506
Total liabilities 95,014 126,10 138,068 125,633 125,639
Redeemable preferred stock 16,855 16,855 16,855 16,908 16,908
Diluted earnings per share $ 086 $ o044 $ L1 $ 136 D g 093 @
Cash dividends declared per

common share $ 065 $ 065 $ 065 $ 076 P § 059 @

1) Restated for 10% stock dividend as of December 31, 1999 record date.
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Item 7. Management’s Discussien and Analysis of Financial Condition and Results of Operations

General

Amounts presented as of December 31, 2002, 2001 and 2000 include the consolidation of two
segments. The financial services segment includes The Middleton Doll Company (the “Company”) and Bando
McGlocklin Small Business Lending Corporation (“BMSBLC”), a 100% owned subsidiary of the Company. The
consumer products segment includes Lee Middleton Original Dolls, Inc. (“LMOD”), a 99% owned subsidiary of the
Company, Middleton (HK) Limited (“MHK”), a 51% owned subsidiary of LMOD and License Products, Inc.
(“LPI”), a 100% owned subsidiary of LMOD.

Results of Operations
For the years ended December 31, 2002 and December 31, 2001

The Company’s total net income available for common shareholders for the year ended December
31, 2002 equaled $3.20 million or $0.86 per share (diluted) as compared to $1.64 million or $0.44 per share (diluted)
for the year ended December 31, 2001, a 95% increase. The improved earnings were due to the consumer products
segment recognizing a net operating loss carryforward from LPI which resulted in an income tax benefit of $0.83
million and the financial services segment selling two leased properties resulting in income net of related taxes of
$0.78 million and terminating two interest rate swap agreements resulting in income of $0.75 million.

Consumer Products

Net income (loss) for the consumer products segment before intercompany charges and after
income taxes and minority interest for the year ended December 31, 2002 was $0.41 million compared to ($0.07)
million for the year ended December 31, 2001.

Net sales from consumer products for the year ended December 31, 2002 decreased 14% to $23.46
million from $27.23 million for the year ended December 31, 2001. This was due to decreased sales of $5.93
million at LMOD offset by increased sales of $2.16 million at LPI. The decrease in sales at LMOD was primarily
due to a $6 million decrease in the artist studio collection sales resulting from the soft economy and an increase in
competition in the collectible doll market. Sales decreased due to a net loss of over 130 dealers and the remaining
dealers have been ordering conservatively, approximately 20% below the previous year’s levels. If the difficult
economic conditions in the marketplace continue to result in sales decreases, then personnel reductions and/or
periodic plant shut-downs in 2003 might be required in order to further reduce costs. Cost of sales decreased 7% to
$13.91 million for the year ended December 31, 2002 compared to $14.97 million for the year ended December 31,
2001. LMOD’s cost of sales decreased to $9.84 million from $12.07 million, an 18% decrease. LPI’s cost of sales
increased to $4.07 million from $2.90 million, a 40% increase. Total gross profit margin decreased to 41% from
45% in the prior year. LMOD’s gross profit margin decreased to 42% from 48% while LPI’s increased to 36% from
31% during 2002. The decrease in the gross profit margin at LMOD was primarily due to the liquidation of $1.0
million of slow moving inventory, including the remaining 2001 artist studio collection dolls. Obsolete inventory
from the Small Wonder play doll line and the nursery bear line was also liquidated. The increase in the gross profit
margin at LPI was due to a change in suppliers which decreased product costs and a decrease in sales to a less
profitable customer, which improved the product mix.

Total operating expenses of consumer products for the year ended December 31, 2002 were $9.76
million compared to $11.98 million for the year ended December 31, 2001, a 19% decrease. Total operating
expenses as a percent of net sales was 42% in 2002 compared to 44% in 2001, Sales and marketing expense
decreased 21% to $4.98 million, with LMOD’s expense decreasing $1.48 million and LPI’s increasing $0.14
million. The increase at LP1 was due to an increase in customer store allowances and promotions for customers’
new store openings. Expense reduction at LMOD was accomplished by decreasing advertising, catalog printing,
and packaging costs. Due to the decrease in sales, cost reductions in commissions, freight and merchant fees
contributed to the overall decrease in sales and marketing expenses. Reduced participation in trade shows and the
associated reduction in travel expenses also contributed to the decrease. New product development costs decreased
$0.26 million at LMOD due to the reclassification of quality administration costs. LPI’s new product development

11




costs increased $0.14 million due to an increase in sample prototypes being developed for customer approval.
General and administrative expenses were $3.91 million for the year ended December 31, 2002 compared to $4.66
million for the year ended December 31, 2001. General and administrative expenses at LMOD decreased $1 million
and LPDU’s increased $0.25 million. LPI’s increase was due to increased shipping costs associated with the increase
in sales and higher costs associated. with improved data processing capabilities. Expense reduction at LMOD was
accomplished through personnel reduction and a decrease in royalty payments due to the decrease in sales.

Other income, net decreased $0.10 million when compared to the same pericd a year ago due to a
decrease in interest expense. The minority interest in earnings of subsidiaries decreased the consolidated net income
of consumer products by $0.08 million for the year ended December 31, 2002 and $0.10 million for the prior year.
Consumer products’ income tax expense, based on net income before intercompany charges, was ($0.83) million for
the year ended December 31, 2002 and $0.03 million for the year ended December 31, 2001. For the year ended
December 31, 2002, LMOD and LPI were allowed to file consolidated income tax returns due to the change in stock
ownership at LPI. The $0.83 million of income tax benefit for the year ended December 31, 2002, was primarily
due to the recognition of a net operating loss carryforward of $0.72 million from LPL

Financial Services

Net income from financial services for the year ended December 31, 2002 was $3.89 million
compared to $2.64 million for the year ended December 31, 2001, a 47% increase. The increase resulted from the
sale of two leased properties, which resulted in income net of related taxes, of $0.78 million and from the
termination of two interest rate swap agreements totaling $0.75 million. In January 2003, all remaining interest rate
swap agreements were terminated resulting in $0.48 million of income for 2003. The Company does not anticipate
any further income from the termination of interest rate swap contracts.

The net interest margin for 2002 was 3.80% compared to 3.23% for 2001. Net interest margin is
determined by dividing the total of interest income on loans and rental income less interest expenses by the total of
average loans and leased properties. The increase is the result of the Company’s cost of funds falling faster than the
rates charged by the Company to borrowers and to tenants of leased properties.

Total revenues were $10.63 million for the year ended December 31, 2002 compared to $12.37
million for the year ended December 31, 2001, a 14% decrease. Interest on loans decreased 39% to $4.85 million
for the year ended December 31, 2002 compared to $7.89 million for the year ended December 31, 2001. The large
decrease in interest income from loans was primarily due to the 32% decrease in the prime rate. The average prime
rate was 4.68% for the year ended December 31, 2002 compared to 6.92% for the year ended December 31, 2001.
Average loans under management decreased $19.73 million from a year ago. The decrease was primarily due to
maturing loans and the inability to replace them with the Company’s current funding sources. The Company’s
ability to make additional loans and to maintain its earnings depends on the ability of the Company to obtain
additional scurces of funding. For further detail, see “Liquidity and Capital — Financial Services” on page 17 hereof.

Rental income was $3.64 million for the year ended December 31, 2002 compared to $3.89
million for the year ended December 31, 2001, a 6% decrease. The sale of two leased properties resulted in a
reduction of $0.22 million in rents and the transfer of $0.05 million to nonaccrual status further reduced rental
income. Leased properties, net of accumulated depreciation, decreased to $32.37 million as of December 31, 2002,
compared to $34.88 million as of December 31, 2001. One new property is under construction and improvements to
existing properties totaled $1.64 million during 2002. ‘

Other income for the year ended December 31, 2002, included a gain of $1.19 million from the
sale of leased properties, $0.75 million from the termination of two interest rate swap agreements, $0.13 million in
loan prepayment penalties and $0.08 million of miscellaneous income. For the year ended December 31, 2001,
other income included a gain of $0.15 million from the sale of leased property, $0.25 miilion from the termination of
two interest rate swap agreements, $0.08 million of fees from letters of credit and $0.11 million of mlscellaneous
income. :
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Interest expense decreased 47% to $3.70 million from $7.03 million for the year ended December
31, 2002 as compared with the year ended December 31, 2001 primarily due to lower rates for the Company’s cost
of funds and a decrease in the outstanding average debt balance. The Company’s debt cost is based primarily on
variable interest rates which were significantly lower due to the decrease in interest rates set by the Federal Reserve.
The average prime rate decreased 224 basis points during 2002. The average debt balance also decreased $22.82
million during 2002 as a result of the decrease in loans as explained above. As a result of interest rate swaps, the
Company recognized a reduction in interest expense of $0.54 million for the year ended December 31, 2002, and
$0.69 million for the year ended December 31, 2001.

Depreciation expense decreased. $0.04 million for the year ended December 31, 2002 as compared
to the year ended December 31, 2001, due to the decrease in leased properties. Management fees did not change
significantly between the years. Other operating expenses increased to $0.82 million for the year ended December
31, 2002 compared to $0.78 million for the year ended December 31, 2001. Legal expenses of $0.03 million were
incurred to obtain a loan recovery of $0.47 million, additional debt issue costs of $0.02 million were expensed due
to the prepayment of a real estate loan, and leased property expenses increased $0.03 million due to insurance and
real estate tax expenses incurred with regard to two leased properties.

The Company and its qualified REIT subsidiary, BMSBLC, qualify as a real estate investment
trust under the Internal Revenue Code. Accordingly, they are not subject to income tax on taxable income that is
distributed to shareholders. During 2002 and 2001, the Company took advantage of a provision in the tax law that
allows a REIT to retain any capital gains on the sale of real estate properties by paying income tax on the gains. The
Company retained $1.19 million in capital gains and paid $0.41 million in taxes as of December 31, 2002, and
retained $0.15 million in capital gains and paid $0.06 million in taxes as of December 31, 2001. Tax basis income
for financial services (before the preferred stock dividend) was approximately $4.98 million or $1.33 per share
(diluted) for the year ended December 31, 2002. Book income for financial services (before the preferred stock
dividend) was $3.89 million or $1.04 per share (diluted) due to the elimination of intercompany revenue and
expenses from the consumer products segment and normal book/tax adjustments. For the year ended December 31,
2001, tax basis income for financial services (before the preferred stock dividend) was approximately $3.99 million
or $1.07 per share (diluted) and book income (before the preferred stock dividend) was $2.64 million or $0.71 per
share (diluted) due to the elimination of intercompany revenue and expenses from the consumer products segment
and normal book/tax adjustments.

For the years ended December 31, 2001 and December 31, 2000

The Company’s total net income available for common shareholders for the year ended December
31, 2001 equaled $1.64 million or $0.44 per share (diluted) as compared to $4.26 million or $1.11 per share (diluted)
for the year ended December 31, 2000, a 62% decrease.

Consumer Products

Net income(loss) from consumer products after income taxes and minority interest for the year
ended December 31, 2001 was (80.07) million compared to $3.32 million for the year ended December 31, 2000, a
102% decrease. :

Net sales from consumer products for the year ended December 31, 2001 decreased 6% to $27.23
million compared to $29.07 million for the year ended December 31, 2000. This was due to decreased sales of
$2.45 million at LMOD offset by increased sales of $0.61 million at LPI. The decrease in sales at LMOD was
primarily due to a $2.22 million decrease in the play doll lines. The artist studio collection dolls sold to dealers
decreased by $0.05 million and the remaining decrease in sales was in LMOD’s two retail stores. The events of
September 11" slowed sales significantly during the final quarter of 2001 which would normally be the busiest time
of the year for LMOD. Cost of sales increased 1% to $14.97 million for the year ended December 31, 2001
compared to $14.88 million for the year ended December 31, 2000. LMOD’s cost of sales decreased to $12.06
million from $12.33 million, a 2% decrease. LPI’s cost of sales increased to $2.90 million from $2.55 miilion, a
14% increase. Total gross profit margin decreased to 45% from 49% in the prior year. LMOD’s gross profit margin
decreased to 48% from 52% while LPI’s increased to 31% from 30% during 2000. LMOD’s profit margin
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decreased as a result of 2 change in the product mix to higher cost products, an inventory write down of $0.40
million due to inventory obsolescence, and the absorption of fixed factory overhead costs during a three week plant
shutdown to reduce inventory levels. The increase in the gross profit margin at LPI was due to a shift in the product
mix and better product sourcing.

Total operating expenses of consumer products for the year ended December 31, 2001 were
$11.98 million compared to $9.37 million for the year ended December 31, 2000, a 28% increase. Total operating
expenses as a percent of net sales was 44% in 2001 compared to 32% in 2000. Sales and marketing expense
increased 33% to $6.32 million with LMOD’s expense increasing $1.48 million and LPY’s increasing $0.08 million.
New marketing and royalty expenses related to LMOD's Alzheimer’s and Newborns in Need charitable programs
accounted for $0.10 million of the increase. New print advertising and sweepstakes programs accounted for an
additional $0.20 million and one-time set up costs for newborn nurseries in dealers and the development of new
packaging for the play doll line increased marketing expenses by $0.18 million. Additional sales staffing accounted
for $0.30 million and write-offs for dealers and high volume retailers who had gone out of business incurred an
additional $0.30 million in costs. Various special promotions accounted for the balance of the increase in costs.
Product development costs increased $0.25 million at LMOD due to the termination of two of its artist contracts for
$0.10 million and due to added staffing costs of $0.15 million. New product development costs increased $0.04
million at LPI. General and administrative expenses were $4.66 million for the year ended December 31, 2001
compared to $3.92 million for the year ended December 31, 2000. General and administrative expenses ¢f LMOD
increased $0.70 million and LP!’s increased $0.04 million. The increase at LMOD was primarily due to costs
incurred by the relocation of LMOD’s administrative offices to Westerville, Chio. The new office lease accounted
for $0.25 million of the increase and a new management accounting software package with training and consulting
costs was $0.12 million. Higher labor costs, additional personnel, computer expenses and office and warehouse
rental space also contributed to the increase. Warehouse expenses, including higher labor costs, increased $0.27
million from the prior year. :

Other income, net decreased $0.30 million when compared to the same period a year ago due to a
decrease in other income and an increase in interest expense. The minority interest in earnings of subsidiaries
decreased the consolidated net income of consumer products by $0.10 million for the year ended December 31, 2001
and $0.11 million for the prior year. Consumer products’ income tax expense, based on net income before
intercompany charges, was $0.03 million for the year ended December 31, 2001 and $1.47 million for the year
ended December 31, 2000. This income tax expense was attributable only to LMOD since LPI has a net operating
loss carryforward to offset any current net income. Since the Company and LMOD were not allowed to file
consolidated income tax returns, an additional $1.24 million in intercompany expenses was deductible on LMOD’s
tax return. This additional deduction results in an income tax benefit of $0.51 million and $0.53 million for the
years ended December 31, 2001 and 2000, respectively.

Financial Services

Net income from financial services for the year ended December 31, 2001 was $2.64 million
compared to $1.82 million for the year ended December 31, 2000, a 45% increase. The increase resulted primarily
from improved net interest margins as the Company’s cost of funds decreased more rapidly than revenues decreased.
The net interest margin was 3.23% for 2001 compared to 2.70% for 2000. Net interest margin is determined by
interest on loans and rental income less interest expense divided by average loans and leased properties.

Total revenues were $12.37 million for the year ended December 31, 2001 compared to $14.16
million for the year ended December 31, 2000, a 13% decrease. Interest on loans decreased 22% to $7.89 million
for the year ended December 31, 2001 compared to $10.18 million for the year ended December 31, 2000. The
large decrease in interest income from loans was primarily due to the 25% decrease in the prime rate. The average
prime rate was 6.92% for the year ended December 31, 2001 compared to 9.24% for the year ended December 31,
2000 and average loans under management decreased $6.75 million from a year ago.

Rental income was $3.89 million for the year ended December 31, 2001 compared to $3.76

million for the year ended December 31, 2000, a 3% increase. At December 31, 2001 the Company had $34.88
million in leased properties, net of accumulated depreciation, compared to $35.42 million at December 31, 2000.
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One property and a piece of vacant land were sold during 2001 resulting in a total gain of $0.15 million and two
properties were acquired through foreclosure proceedings.

Other income mcreased :$0.01 million to $0.19 million for the year ended December 31, 2001
from $0 18 million for the year ended December 31, 2000 due to an increase in letter of credit fees. Other income
also includes a $0.25 million gain from the termination of two interest rate swaps during the year ended December
31,2001 (See Note 14).. '

Interest expense decreased 29% to $7.03 million from $9.93 million for the year ended December
31, 2001 as compared with the year ended December 31, 2000 primarily due to lower rates for the Company’s cost
of funds. The Company’s debt has primarily variable rates which were significantly lowered as the Federal Reserve
cut interest rates during 2001. The average debt balance for the year ended in 2001 decreased 2%, or $3.07 million,
when compared to the prior year. As a result of interest rate swaps, the Company recognized a reduction in interest
expense of $0.69 million for the year ended December 31, 2001, and an increase in interest expense of $0.05 million
for the year ended December 31, 2000.

Depreciation on leased properties increased $0.06 million and management fee expense decreased
$0.02 million. Other operating expenses increased to $0.78 million for the year ended December 31, 2001 compared
to $0.60 million for the year ended December 31, 2000. This. increase was due to additional expenses for certain
leased properties.

The Company and its qualified REIT subsidiary, BMSBLC, qualify as a real estate investment
trust under the Internal Revenue Code. Accordingly, they are not subject to income tax on taxable income that is
distributed to shareholders. During 2001, the Company took advantage of a provision in the tax law that allows a
REIT to retain any capital gains on the sale of real estate properties by paying income tax on the gains. The
Company retained $0.15 million in capital gains and paid $0.06 million in taxes as of December 31, 2001. Tax basis
income for financial services (before the preferred stock dividend) was approximately $3.99 million or $1.07 per
share (diluted) for the year ended December 31, 2001. Book income for financial services (before the preferred
stock dividend) was $2.64 million or $0.71 per share (diluted) due to the elimination of intercompany revenue and
expenses from the consumer products segment and normal book/tax adjustments. For the year ended December 31,
2000, tax basis income for financial services (before the preferred stock dividend) was approximately $3.58 million
or $0.93 per share (diluted) and book income (before the preferred stock dividend) was $1.82 million or $0.47 per
share (diluted) due to the elimination of intercompany revenue and expenses from the consumer products segment
and normal book/tax adjustments.

Liquidity and Capital

Consumer Products

Total assets of consumer products were $17.07 million as of December 31, 2002 and $19.17
million as of December 31, 2001, an 11% decrease.

Cash decreased to $0.50 million at December 31, 2002 from $0.68 million at December 31, 2001.

Accounts receivable, net of the allowance, decreased to $3.23 million at December 31, 2002 from
$3.95 million at December 31, 2001.  LPI’s receivables increased $0.48 million and LMOD’s receivables decreased
$1.20 million as a result of their respective fourth quarter sales.

Inventory, net of the allowance for obsolete inventory, was $6.35 million at December 31, 2002
compared to $6.77 million at December 31, 2001. LMOD’s inventory decreased $1.07 million and LPP’s inventory
increased $0.65 million. :

Fixed assets increased by $0.39 million which included $0. 28 million of machinery and equipment
additions. Accumulated depreciation increased by $0.55 million, resulting in a net decrease to fixed assets of $0.16
million between December 31, 2002 and 2001.
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" Prepaid corporate taxes decreased $0.12 million from the prior year due to the refund of 2001
estimated income tax payments. Deferred income taxes increased by $0.60 million between December 31, 2002 and
2001 due to the recognition of income tax loss carryforwards from LPI. LMOD received payment of a remaining
loan balance of $0.62 million from an mdependent third party during 2002. Other prepaid expenses did not change
'significantly between the years.

A licensing agreement with the Family Trust of the founder of LMOD, Lee Middleton, allows
LMOD to manufacture and sell certain dolls designed by Lee Middleton. The $2.5 million agreement gives LMOD
the right to produce certain dolls until April 28, 2003, and an additional twelve months to sell any remaining
inventory. The agreement is treated as an intangible asset with a definite five year life. The remaining unamortized
balance of the licensing agreement was $0.17 million and $0.67 million as of December 31, 2002 and 2001,
respectively. Sales of Lee Middleton designed dolls have-been decreasing during the past few years and represented
less than five percent of LMOD’s sales during 2002. Artist Reva Schick now designs -dolls for LMOD under a
royalty agreement.

Goodwill was recorded when the Company purchased the remaining interest in the stock from the
estate of Lee Middleton, the founder of LMOD, on-April 30, 1998. The purchase price exceeded the book value by
$0.62 million. As of December 31, 2002 and 2001, the balance of the goodwill, net of previous accumulated
amortization, was $0.51 million. For the years ended December 31, 2002-and 2001, no impairment was recorded.

LMOD decreased its short-term borrowings on a line of credit with the Bank by $2.16 million
during the year ended December 31, 2002. The remaining balance on the line of credit of $1.24 million matured and
was paid on February 28, 2003. The ‘debt was replaced with intercompany loans which are collateralized by
LMOD’s and LPI’s accounts receivable and inventory.

Accounts payable and other liabilities did not change significantly between the years.

F manczal Servzces

Total assets of financial services were $108. 47 million as of” December 31, 2002 and $138.09
million as of December 31, 2001.

Cash increased to $0.43 million at December 31, 2002 from $0.23 million at December 31, 2001. -

Interest and rent receivable decreased to $0.52 million as of December 31, 2002 from $0.57
million at December 31, 2001. Interest receivable decreased $0.16 million due to lower interest rates and due to
lower outstanding loan balances. Rents receivable increased $0.11 million primarily due to two tenants becoming
delinquent in their rent payments. The rent receivable is shown net of an allowance for doubtful accounts of
$150,000 as of December 31, 2002 and 2001, respectively. At December 31, 2002, three borrowers were on
nonaccrual resulting in $0.07 million of gross interest income which would have been recorded had the non-accruing
loans been current in accordance with their original terms. Two tenants were also on nonaccrual resulting in $0.26
million of rental income which would have been recorded had the tenants been current in accordance with their
leases.

Fixed assets and other assets, including prepaid amounts, decreased by $0.47 million. Of that
amount, prepaid expenses decreased $0.07 million, fixed assets decreased $0.07 million due to' depreciation and
notes receivable relating to leased properties decreased by $0.23 million.

The Company’s interest rate swaps are cash flow hedges and had a fair value of $0.51 million as
of December 31, 2002. The $1.19 million decrease in value from December 31, 2001, was due to the termination of
two swaps which resulted in a gain of $0.75 million. The remaining $0.44 million decrease was offset by $0.54
million of interest income earned from the interest rate swaps.

Total loans on the balance sheet decreased by $25 62 mllllon or 26% to $73.60 million at
December 31, 2002, from $99.22 million at December 31, 2001, with a corresponding decrease in liabilities. As of
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December 31, 2002 and 2001, management did not provide an allowance for loan losses. Nonperforming and
impaired loans at December 31, 2002, totaled $2.09 million. BMSBLC had unfunded commitments of $1.28 million
as of December 31, 2002.

The decrease in loans noted above was primarily due to loans maturing and the Company’s
inability to replace them with current funding sources. The Company’s ability to make additional loans depends
upon the ability of the Company to obtain additional sources of acceptable funding. As loans mature, the Company
reduces its outstanding indebtedness by the amount of the maturing loans. If the Company is not able to secure
additional acceptable funding to replace the debt which has been paid, the Company’s loan portfolio will decline,
with a resulting decrease in net income. The Company is constantly seeking additional acceptable sources of
funding but, to date, has not been successful in obtaining additional acceptable funding sources. If, however, the
Company were able to replace existing debt with the proceeds of other funding sources, the Company would seek to
use such proceeds to make new loans. However, the Company’s management agreement with InvestorsBank
prevents it from making new loans to other than existing customers without the prior consent of InvestorsBank.
Neither the ability of the Company to obtain new funding sources nor the likelihood that the Company could utilize
such funding sources to make new loans is certain or guaranteed. Additionally, the planned redemption of $16.9
million of preferred stock in 2008 requires the Company to continue to focus on asset quality while de-leveraging
the balance sheet.

Leased properties, net of accumulated depreciation, decreased to $32.37 million as of December
31, 2002, compared to $34.88 million as of December 31, 2001. One new property is under construction and
improvements to existing properties totaled $1.64 million during 2002. Two properties were sold during 2002
resulting in income net of related taxes of $0.78 million.

The financial services’ total consolidated indebtedness at December 31, 2002 decreased $29.10
million. As of December 31, 2002, financial services had $35.60 million outstanding in long-term debt and $54.75
million outstanding in short-term borrowings compared to $48.44 million outstanding in long-term debt and $71.01
million outstanding in short-term borrowings as of December 31, 2001. BMSBLC’s short-term debt facility consists
of commercial paper and drawn letters of credit backed by a $60 million line of credit that matures on June 27, 2003.
If commercial paper would become unavailable, BMSBLC would have to draw upon its back-up line of credit which
would have higher interest rates and would result in a reduction of net income. BMSBLC expects that its line of
credit will be renewed at its June 27, 2003 maturity. However, if the line of credit is not renewed, BMSBLC would
have to seek other financing sources. There is no guarantee that any such alternative financing sources could be
obtained. Long-term debt of $2.67 million matures in 2006, $0.06 million in 2010, $7 million matures in 2013,
$1.39 million in 2018, and $24.48 million matures at the varying maturity dates of the underlying notes (See Note
12).

Critical Accounting Policies

In preparing consolidated financial statements in conformity with accounting principles generally
accepted in the United States of America, management is required to make estimates and assumptions that affect the
reported amounts of assets and liabilities as of the date of the balance sheet and reported amounts of revenues and
expenses during the reporting period. Actual results could differ from those estimates. The following areas requlre
management to make estimates that are susceptible to significant change in the near term.

Consumer Products

Allowance for doubtful accounts. The Company provides an allowance for doubtful accounts
based on management’s estimate of uncollectible amounts. The estimate is based on historical collection experience
and a review of the current status of trade accounts receivable.

Inventory valuation. Inventories are valued at lower of cost or market using the first-in, first-out
(]FIF O) method. ‘

Allowance for obsolete inventory. The Company provides an allowance for obsolete inventory
items based on management’s estimate. The estimate is based on items which are slow-moving or obsolete and for
which management estimates that full value cannot be realized.
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Amortization of goodwill. The Financial Accounting Standards Board issued Statement 142,
Goodwill and Other Intangible Assets, effective for fiscal years beginning after December 15, 2001 (i.e., January 1,
2002 for calendar year companies). This statement provides that goodwill and indefinite lived intangible assets are
no longer amortized against income but are reviewed at least annually for impairment. An impairment review is
designed to determine whether the fair value, and the related recorded goodwill, of a reporting unit is below its
carrying value. In the year of adoption, any impairment loss will be recorded as a cumulative effect of a change in
accounting principle. Thereafter, gocdwill impairment losses will be charged to operations.

Deferred tax assets. Amounts provided for income tax expense are based on income reported for
financial statement purposes and do not necessarily represent amounts currently payable under tax laws. Deferred
income tax assets and liabilities are computed annually for differences between the financial statement and tax bases
of assets and liabilitics that will result in taxable or deductible amounts in the future based on enacted tax laws and
rates applicable to the periods in which the differences are expected to affect taxable income. As changes in tax
laws or rates are enacted, deferred tax assets and liabilities are adjusted through the provision for income taxes. The
differences relate principally to different methods used for depreciation for income tax purposes, vacation accruals,
health insurance, deferred revenue, net operating losses, capitalization requirements of the Internal Revenue Code,
allowances for doubtful accounts and obsolete inventory and charitable contribution carryforwards. Valuation
allowances are established when necessary to reduce deferred tax assets to the amount expected to be realized.

Financial Services

Accrual of interest income. Interest income is accrued on the unpaid principal balance of loans.
The accrual of interest income on impaired loans is discontinued when, in the opinion of management, there is
reasonable doubt as to the borrower’s ability to meet payments of interest or principal when they become due.
Loans are returned to accrual status when the principal and interest amounts contractually due are brought current
and future payments are reasonably assured.

Accrual of rental income. Rent is accrued on a monthly basis based on lease agreements. If it is
determined by management that the lessee will not be able to make rent payments as required by the lease
agreement, the accrual of rent is discontinued until management determines the rent to be collectible. ‘

Allowance for loan losses. Loans that management has the intent and ability to hold for the
foreseeable future or until maturity or payoff are reported at the amount of unpaid principal, reduced by the
allowance for loan losses. Management reviews the value of the collateral securing each loan to determine if an
allowance for loan losses is necessary.

Leased properties. Leased properties are recorded at cost and are depreciated using the straight-
line methed. The costs of normal repairs and maintenance are charged to expense as incurred.

Nonperforming loans. A loan is impaired when, based on current information and events,
management does not expect to collect all amounts due according to the contractual terms of the loan agreement in
the normal course of business. A loan is also impaired when the loan contract is restructured by extending the due
date of either principal or interest payments or by reducing the interest rate on the loan. A loan is not impaired
during a period of delay in payment if management expects to collect all amounts due including accrued interest at
the contractual interest rate for the period of the delay. When the projected cash flow of the business from all
sources including capital contributions, conversion of assets to cash, and net income plus depreciation are
inadequate to make contractual payments as scheduled, then the loan is considered impaired.

Unfunded commitments. Unfunded commitments are recorded in the financial statements when
they are funded or when related fees are incurred or received.

Derivative Instruments. The Company has adopted FAS 133, “Accounting for Derivative
Instruments and Hedging Activities” as amended by FAS 137, “Accounting for Derivative Instruments and Hedging
Activities-Deferral of the Effective Date of FASB Statement 1337, and FAS 138, “Accounting for Certain
Derivative Instruments and Certain Hedging Activities”. These statements require the Company to designate all
derivative instruments as either fair value hedges or cash flow hedges and to record the hedge on the balance sheet at
its fair market value. The net gain/loss on instruments classified as cash flow hedges are reported as changes in
other comprehensive income. The net gain/loss on instruments classified as fair value hedges are reported as
increases/decreases in current year eamings. All derivatives are marked to market on the balance sheet.

Fair Value of Financial Instruments. Financial Accounting Standards Board Statement No. 107,
“Disclosures About Fair Value of Financial Instruments”, requires disclosure of fair value information about
financial instruments, whether or not recognized in the balance sheet, for which it is practicable to estimate that
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value. In cases where quoted market prices are not available, fair values are based on estimates using present value
or other valuation techniques. Those techniques are significantly affected by the assumptions used, including the
discount rate and estimates of future cash flows. In that regard, the derived fair value estimates cannot be
substantiated by comparison to independent markets and, in many cases, could not be realized in immediate
settlement of the instrument. Statement No. 107 excludes certain financial instruments from its disclosure
requirements. Accordingly, the aggregate fair value amounts presented do not represent the underlying value of the
Company (See Note 20).

Safe Harbor Statement under the Private Securities Litigation Reform Act of 1995

This report contains certain forward-looking statements within the meaning of Section 27A of the
Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934. The Company intends
such forward-looking statements to be covered by the safe harbor provisions for forward-looking statements
contained in the Private Securities Litigation-Reform Act of 1995, and is including this statement for purposes of
these safe harbor provisions. Forward-looking statements, which are based on certain assumptions and describe
future plans, strategies and expectations of the Company, are generally identifiable by use of the words “may”,
“will”, “could”, “believe”, “expect”’, “intend”, “anticipate”, “estimate”, “project”, or similar expressions. The
Company’s ability to predict results or the actual effect of future plans or strategies is inherently uncertain. Factors
which could have a material adverse effect on the operations and future prospects of the Company and the
subsidiaries include, but are not limited to, changes in: interest rates, general economic conditions, including the
condition of the local real estate market, legislative/regulatory changes, monetary and fiscal policies of the U.S.
Government, including policies of the U.S. Treasury and the Federal Reserve Board, the quality or composition of
the loan or investment portfolios, demand for loan products, competition, demand for financial services in the
Company’s market area, demand for the Company’s consumer products, payment when due of principal and interest
on loans made by the Company, payment of rent by lessees on Company properties and the necessity to make
additions to the Company’s loan loss reserve. These risks and uncertainties should be considered in evaluating
forward-looking statements and undue reliance should not be placed on such statements,

Item 7A. Quantitative and Qualitative Disclosures About Market Risk

The Company utilizes derivative instruments for purposes of asset liability management which
involves both credit and market risk. The Company has entered into various interest rate swap agreements with
other financial institutions to manage interest rate exposure. The Company may be susceptible to risk with respect
to interest rate swap agreements to the extent of nonperformance by the financial institutions participating in the
interest rate swap agreements. However, the Company does not anticipate nonperformance by these institutions.

Interest rate swaps are contracts in which a series of interest rate payments are exchanged over a
specified period based on a notional amount. The notional amount on which the interest payments are based is not
exchanged. Therefore, notional amounts do not represent direct credit exposures as the exposure is limited to the net
difference between the calculated amounts to be received and paid by the financial institutions participating in the
interest rate swap. Most interest rate swaps involve the exchange of fixed and floating interest rates. By entering
into an interest rate swap the Company can change the interest payment stream and effectively change fixed rate
debt into variable rate debt.

The Company’s interest rate swap agreements are structured so that the Company pays a variable
interest rate and receives a fixed rate based on the LIBOR index. In August of 2001, the Company entered into
additional interest rate swap agreements which then fixed the interest rate spread of the existing rate swaps, These
swap agreements allow the Company to pay a fixed rate and receive a variable rate based on the LIBOR index.
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The following table summarizes the interest rate swap agreements in effect at December 31, 2002:

Variable Interest

Fixed Interest

Notional Company Fair Market ‘Rate Rate Expiration Rate
Amount Payment " Value " (Paid) Received Received (Paid) Date Index
$16,908,000 Variable § 364,995 (1.40000%) 5.725% 06/30/03 LIBOR
16,508,000 Fixed (237,624) 1.40000% (4.160)% 06/30/03 LIBOR
5,000,00C  Variable 618,851 (1.42000%) 7.600% 03/10/05 LIBOR
5,000,000 Fixed (329,060) 1.42000% (5.030)% 03/16/05 LIBOR
3,125,000  Variable 280,887 (1.40000%) 6.500% 09/29/05 LIBOR
3,125,000 Fixed (185,733} 1.40000% 09/29/05 LIBOR

(5.010)%

As a result of hedge arrangements, the Company recognized a $0.54 million reduction in interest

expénse for the year ended December 31, 2002 and a $0.69 million reduction in interest expense for the year ended
December 31, 2001. In, addition, the Company recognized a gain of $0.75 million in 2002 and a gain of $0.25
million in 2001 on the termination of interest rate swaps.
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INDEPENDENT AUDITOR'S REPORT

Board of Directors
The Middleton Dol Company and Subsidiaries
Waukesha, Wisconsin

We have audited the accompanying consolidated balance sheets of The Middieton Doll Company and Subsidiaries
as of December 31, 2002 and 2001, and the related consolidated statements of income, changes in shareholders'
equity, and cash flows for the years ended December 31, 2002, 2001 and 2000. We have also audited the financial
statement schedules listed in Item 8. These consclidated financial statements and financial statement schedules
are the responsibility of the Company's management. Our responsibility is to express an opinion on these
consolidated financial statements and financial statement schedules based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of America.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
consolidated financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the consolidated financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaiuating the
overall consolidated financial statement presentation. We believe that our audits provide a reasonable basis for our
opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in ail material respects, the
financia! position of The Middleton Doll Company and Subsidiaries as of December 31, 2002 and 2001, and the
results of their operations and their cash fiows for the years ended December 31, 2002, 2001 and 2000, in
conformity with accounting principles generally accepted in the United States of America. Also, in our opinion, the
financial statement schedules listed in item 8, when considered in relation to the basic consolidated financial
statements taken as a whole, present fairly, in all material respects, the information set forth therein.

VIRCHOW, KRAUSE & COMPANY, LLP

Milwaukee, Wisconsin
January 24, 2003
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THE MIDDLETON DOLL COMPANY AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
December 31, 2002 and 2001

CONSUMER PRODUCTS
Current Assets:
Cash and cash equivalents
Accounts receivable, net
inventory, net
Prepaid inventory
Prepaid corporate taxes
Other prepaid expenses
Total current assets

Property and equipment, net

Loan

Deferred income taxes
Licensing agreement, net
Goodwill

Total Consumer Products Assets

FINANCIAL SERVICES
Cash and cash equivalents
Interest receivable
Rent receivable, net
Loans, net
Leased properties, net
Property and equipment, net
Interest rate swap contracts
Other assets

Total Financial Services Assets

TOTAL ASSETS

ASSETS

2002 2001
$ 500815 $ 681267
3,233,376 3,954 444
6,206,737 6,093,822
142,512 676,943
677,295 798,262
327,977 304,775
11,088,712 12,509,513
3,995 514 4,150,695
- 621,968
1,316,526 716,722
166,666 666,666
506,145 506,145
17,073,563 19.171.709
433,847 229,506
268,091 431,284
250,487 136,939
73,600,884 99,218,367
32,374,813 34,876,486
73,404 141,340
512,316 1,704,170
951,260 1,356,617
108,465,102 138,094,709
| $125538.665 $ 157,266,418

See accompanying notes to consolidated financial statements.
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THE MIDDLETON DOLL COMPANY AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS (Continued)
December 31, 2002 and 2001

LIABILITIES, MINORITY INTEREST, PREFERRED STOCK AND SHAREHOLDERS' EQUITY

2002 2001
LIABILITIES
CONSUWER PRODUCTS :

Short-term borrowings 1,242,000 $ 3,400,000

Accounts payable 1,019,546 794,179

Accrued salaries 250,611 217,078

Accrued liabilities 494 784 753,826

Total Current Liabilities 3,006,941 - 5,165,083

Long-term debt - 16,518

Total Consumer Products Liabilities 3,006,941 5,181.601
FINANCIAL SERVICES

Commercial paper 51,272,618 62,806,903

Lines of credit 3,480,000 8,200,000

Direct pay letter of credit obligation 7,305,000 7,800,000

State of Wisconsin Investment Board notes payable 8,666,667 11,000,001

Loan participations with repurchase options 17,184,176 28,123,907

Other borrowings 1,441,042 1,512,317

Accrued liabilities 1,657,322 1,484,405

Total Financial Services Liabilities 92,006,825 120,927 533

MINORITY INTEREST AND PREFERRED STOCK ‘ _

Minority interest in subsidiaries 51,641 255,260
Redeemable Preferred stock, 1 cent par value,

3,000,000 shares authorized, 690,000 shares issued 17,250,000 17,250,000
Redeemable Preferred Treasury stock 15,809

shares, at cost (385,225) (395,225)

SHAREHOLDERS' EQUITY
Common stock, 6 2/3 cents par value,

15,000,000 shares authorized, 4,401,589 shares issued 293,441 293,441
Additional paid-in capital 16,604,744 16,604,744
Retained earnings 2,933,804 2,170,816
Treasury stock, 674,010 shares, at cost (6,725,922) (6,725,922)
Accumulated other comprehensive income 512,316 1,704,170

13,618,483 14,047 249

TOTAL LIABILITIES, MINORITY INTEREST, PREFERRED

STOCK AND SHAREHOLDERS' EQUITY $125,638665 § 157,266,418

See accompanying notes to consolidated financial statements.
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THE MIDDLETON DOLL COMPANY AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME
Years Ended December 31, 2002, 2001 and 2000

2002 2001 2000
CONSUMER PRODUCTS
NET SALES $ 23,463,333 § 27,230,808 $ 29,070,575
COST OF GOODS SOLD 13,910,220 14,965,180 14,883,028
Gross Profit 9,653,113 12,265,628 14,187,547
OPERATING EXPENSES
Sales and marketing 4,978,653 6,324,482 4,756,412
New product development 868,100 - 991,648 702,005
General and administrative 3,909,984 4,659,596 3,916,553
Total Operating Expenses 9,756,737 11,975,726 9,374,970
Net operating income (loss) (203,624) 289 902 4812577
OTHER INCOME {(EXPENSES)
Interest expense (167,091) (253,642) (153,133)
Other income, net 39,256 25171 229,238
Net Other Income (Expenses) (127.835) (228.471) 76,105
Income (loss) before income taxes, minority
interest and intercompany charges (331,459) 61,431 4,888,682
Less: Applicable income tax (expense) benefit 826,718 (25,064) (1,466,604)
Minority interest in earnings of subsidiaries (84.129) (101.806) (106,085)
INCOME (LOSS) BEFORE INTERCOMPANY
CHARGES - CONSUMER PRODUCTS $ 411,130 (65,439) 3.3 3
FINANCIAL SERVICES
REVENUES
Interest on loans $ 4849362 7,894,999 $ 10,184,955
Rental income 3,636